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THE BASIS OF 


JHETHER depreciation charges 


| ild be based on cost or re- 
acement value, although seem- 

a question of only theoretical 

has been a very practical 
European nations which have 

ugh an inflation period. ‘The 
arising therefrom have been 
developed largely in 
and by German business 

In the United States, the 

of valuation seemed to be of 
rtance until the Supreme Court 
ently that present-day value 

| be given greater consideration in 
unting which is to be used as a 
railway-rate regulation. ‘This 
nforms with steps taken by 
ding associations in Germany, 

y the Reichsverband der Deut- 
Industrie and the Verband der 
nenbauanstalten, both of which 
ided to recommend to their 
the calculation of depreciation 
the basis of present-day 


and 


liscussing the economic rea- 
ing present-day valuation 
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CHARGES 


for the purpose of calculating deprecia- 
tion charges, it might be profitable to 
point out that all depreciation calcula- 
tions raise two separate problems. ‘The 
first is a technical one and has to be 
considered especially by those experts 
who have to estimate the technical life- 
time of a fixed business asset, taking 
into consideration all facts regarding 
the wear and tear that set a limit 
to the physical lifetime of every asset, 
be it a machine, a building or a whole 
railway outfit. This physical lifetime 
of an asset may be shortened, however, 
by economic obsolescence. New inven- 
tions may occur and compel the owners 
to replace certain assets long before the 
physical lifetime has expired. There- 
fore, the wise business man provides 
special reserves that will enable him to 
make proper replacements at the right 
time, since otherwise he will not remain 
able to compete effectively in his line of 
business. In reality this means that, 
besides the estimation of the physical 
lifetime of the fixed assets, there has to 
be estimated for every fixed asset an 
economic lifetime, which will often be 
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much shorter than the physical lifetime, important reason why they ar 
but which will be the more important of generally. 
the two. Only when both kinds of It takes a much more thoroug 
depreciation are given full consideration standing of economic principle 
will the accountant be able to debiteach question whether the amount paid 
economic working unit its proper share perhaps ten years before is stil! the | 
of the whole cost value of the fixed value of an asset in the present accoun:. 
assets. ing period. But this difficulty of think. 
sut let us suppose that the problem ing the problem through should : 
of estimating the economic lifetime of valid reason for discarding suc! 
the fixed assets has been effectively important matter from discussio 
olved in spite of the many difficulties pecially since, by the Supreme Cou; 
that arise from attempting to estimate decision in the O’Fallon case, a |ar 
future.events. ‘Then another question number of railroad men will be 
remains for discussion, the basis of pelled to use present-day value in t 
valuation. It is the special thesis of accounting for depreciation. Besid 
this paper that depreciation should be this, it must be considered that 
based, not on original cost but on_ reasons in favor of present-day 
present-day value. Each term of the depreciation are good ones, this | 
life of the working fixed assets must be ciple concerns not merely a sing 
debited its full part of the economic branch of economic life but 
lifetime. The question we have to _ total of business values. 
decide here is, Which method of valua- If we speak here of present-day valu 
tion is the correct one for the conduct it ought to be clear that, of the ma: 
of business? And the answer to this different values which could be though: 
question must be such as will prove of, only one can be considered. A 
most effective to the welfare of the firm goods on their way from the beginning 
itself as well as to the economic life of of production to the last consumer hai 


the nation. two kinds of present-day value. The 
The practical man engaged in busi- are valued both in the purchasing 

ness life might think it a trifling affair market and in the selling market. 5 

to speak about this problem at all, and tween these two values there is genera 


he may continue to adhere to the tra- a difference which corresponds 
ditional method of calculating all depre- gross profit which the producer, who: 
ciation on the basis of original cost.  saler or retailer will gain if the goods ai 
But he will agree that not much think- turned over to the following link 
ing has been employed in deciding upon chain. It is a very old business 
this kind of accounting. Generally that this profit on the turnove: 
there is no other reason than custom not be accounted for until it 1s: 

and convenience for using original cost that is, until the goods are real! 

as the principal basis for depreciation. and have thus left the business anct 
This kind of value comes from the books. So it is clear that if a p 
original invoice; it is placed on the day value is taken into consid 
books and remains there as long as_ it can only be the present-day p 

the assets are working in the plant. ing price, the present-day cost 

lo use these amounts for depreciation which in economics we ofte! 
requires no thinking; this is the most expressed as reproduction valu 
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his principle is recognized, it is 
all further discussion can 
nly two kinds of value as a 
alculating depreciation. The 
to show in what respects the 

| original-cost value is detri- 
the welfare of business and in 
spects the present-day cost 
r reproduction value will be able 
better results. Economic life 
ed by certain principles, the 
f which is equally dangerous to 


lividual business and to a nation 


It may be profitable to 
the methods of calculating de- 
from the point of view of 
these principles. 
Principle of Private Property 


principle is the corner stone of 


ican economic life. Every citizen 


uuntry finds a lasting impulse 
economic work in the fact 
profits of his business are 

y the Constitution and by law. 
ras the stateor any social organi- 
uld appropriate a larger share 
profits than is absolutely neces- 
the payment of the mere needs 
rnment, to that extent social- 
| bolshevistic theories would be 
Thus the principle of pro- 

all private property and 
ncome from confiscation is the 


mportant part of a liberal eco- 


ystem, because this protection 
at least best, can encourage 
impulses which, arising out 
idual strife for profit, make the 
y of a nation. When once a 
parts from that principle, all 
work except that of state 
will become insecure and bur- 
th risks which lessen the work- 
r of every individual. Now it 
that, under certain circum- 
vhich prevail just now in the 


i eee fee eee ee eee 2 ee eee ee 


United States, the calculation of depre- 
ciation on the basis of original costs 
will be the practical equivalent of 
legislative confiscation of a part of the 
business man’s private property. Of 
course, as long as business men choose 
this detrimental method in full knowl- 
edge and of their own free will, nobody 
need prevent them from doing so. But 
it is quite another matter when any 
state official or state commission is 
doing it, because then the state is work- 
ing officially on socialistic principles, 
which up to now seem not to be favored 
in America. 

This may be proved by an example. 
It is generally known that, since the 
outbreak of the World War, not only 
nearly all European countries but also 
America witnessed a considerable rise 
of the general price level. Let us sup- 
pose that the cost price of all fixed assets 
of a business concern have risen 50% 
since 1914. Then it would be the rule 
to carry these assets on the books at 
their original cost. This dangerous 
habit often implies that in the current 
profit and loss account depreciation is 
calculated only on the basis of this 
value. But when, for example, the 
original cost of a railway was $100,000,- 
000, this cost would now be $150,000,- 
ooo. Ifa 5% depreciation is accounted 
on the basis of $100,000,000, the profit 
and loss account this year will be 
charged $5,000,000 for depreciation. 
This amount, $5,000,000, is then taken 
out of the gross returns of the business 
and held back to secure the proper 
replacement of that part of the outfit 
which is no more fit for use. But while 
in the year 1914 at the prices of goods 
and labor then prevailing, one-twenti- 
eth of the whole plant could be renewed 
for the amount of $5,000,000, now at 
the higher prices only one-thirtieth 
can be bought. So it is clear that, in 
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consequence of increased prices, the 
depreciation rate at original cost will 
not give enough money to the business 
to replace all the outfit that in the 
present year has been given to the 
buyers of the business goods or serv- 
ices. ‘This means in plain words that 
by this method of calculation a certain 
part of the business assets has been 
given to the customer without return, 
for the price of his purchases had been 
calculated on original costs. From 
another point of view it might be said 
that the security holders of the concern 
received a dividend which was too high, 
because from the gross returns there 
should have been withheld for depre- 
ciation charges, not $5,000,000 but 
$7,500,000. ‘The latter amount would 
be sufficient to buy at the end of the 
year only as many assets in replacement 
of depreciation as had been really used 
for the production of goods or services 
sold. 

If the business in question works in 
a fully free market, where prices of the 
products are determined by free com- 
petition, it may be considered a private 
affair of the business man whether he 
likes to pay out in dividends a part of 
his fortune that in reality is necessary 
to uphold the producing capacity of his 
plant. But even for him it will become 
apparent, when large parts of the plant 
have to be replaced, that his methods 
have been detrimental to his business. 
Then the depreciation funds will not 
suffice for the purpose, and additional 
money will have to be raised in the 
money market. If all great concerns 
tried to follow this practice, a very seri- 
ous financial condition would surely 
take place: those who ultimately pro- 
vide these funds are the people with 
savings, and they would then be com- 
pelled to furnish a very large portion 
of their income to the money market. 


Should they fail to do so, or show! 
the rate of interest at this time rise 
high, some concerns might take refuge 
in raising the prices of their goods 
in order to finance the replacemen 
costs partly out of business return; 
In any case, that part of the public pur. 
chasing power which has been increased 
by surplus dividends or by the lowering 
of prices because depreciation wa; 
calculated too low, has to be repaid by 
the public in the form of higher prices 
or greater savings at the time of reg 
replacement of the plants. 

The most serious consequences of t! 
wrong calculation of  depreciatio: 
quotas will take place when a concer 
is forced by law or by a regulating 
commission to sell its goods or services 
at fixed rates, as, for instance, is th 
case with most of the transportation 
concerns in this country. Then 
enforced price of services calculated 
on the basis of original cost will prevent 
the concern from building up sufficient 
funds to maintain an efficient working 
outfit. The amount lacking at the 
time of replacement must be taken out 
of the money market. In the mear 
time, the community, as consumer 
the concern’s goods or services, has 
during the time of miscalculation ¢ 
fiscated a part of the fixed assets 
this concern. This is striking a blow at 
the principle of private propert) 
Such property is taken from a concer! 
in the form of its services, and the pr 
of these services is held at a pointt 
low to enable it to replace what 
wear and tear as well as by obsolescenc 
was contained in goods or services s 
to the consumer. Later on the undu! 
lowered rates mav have to be raised! 
order to enable the concern to mainta 
its plant in good working order. 
these rates may then be too high | 
large sales volume. 
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-orrect calculation of deprecia- 
the basis of present-day cost 


id 


| give to the concern’s depreciation 


‘ust enough money to replace 
that are used. Every con- 


r will have had to pay in the price 


ls or services just as much as he 
and each year is thus held in 
equilibrium of finance. Of 
if the present-day cost value 
assets should some day sink 
the amount of original costs, then 
fair share of this smaller amount 
be deducted from the returns 
ness; thus rates would be lowered 
the general price level sinks. 
the present time, when without 
ibt costs are considerably higher 
od deal of the original cost 
generally carried on the books, 
be recognized as at any other 
it we live in a period which con- 
part of business fortunes; and 
who is pleading for deprecia- 
riginal costs ought to realize 


he is also in favor of confiscating 


te property. 


If once this is recog- 
it might be an efficient check 
; kind of calculation, especially in 
which surely owes so much to 
initiative and daring, a large 
f which is due to the security 
erty and profit. 
iple of Sustaining the National 
Power of Production 


principle is violated when dur- 


i rising price level the depreciation 


based on the lower original 
Original cost of a plant may be 
000, but the present-day cost 
might amount to $2,000,000. 
nnual part of the economic life- 
t the plant is estimated to be one 
f the whole lifetime. Hence, it 
be most dangerous to the pro- 

wer of the whole nation and 
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to all plants, if out of the annual re- 
turns only $100,000 were set aside 
when $200,000 would be necessary to 
replace as much of the plant as has 
been used by the production of the 
current year. Some day the whole 
plant or important parts of it will cease 
to work, and the depreciation funds 
will not be sufficient for replacement. 
This means that during the past years 
part of the business fortune has been 
given either to the consumers of the 
plant’s goods in the form of prices cal- 
culated on too low a basis, or to the 
shareholders in the form of dividends; 
which latter may have raised the stock- 
exchange quotations so considerably 
that now, when the time of low profit 
comes, the shareholders not only will 
fail to receive dividends but also, on 
account of the sinking quotations, prob- 
ably will be unwilling to take up new 
stocks, which if sold at all can only be 
sold at very low rates. Just when the 
concern is most in need of new capital, 
the conditions for getting it will be the 
worst, the rates the most unfavorable; 
so that even the very existence of a 


valuable part of a nation’s working 
plant may be in serious danger of 
bankruptcy. When many important 


concerns happen to be in the same 
condition, all asking for new capital, 
the money market can answer these 
increasing demands only by a very 
serious rise in the rate of interest, and 
many current obligations may be re- 
tired on account of this scarcity of 
money and general mistrust. 

All of which goes to show that neither 
the individual concern nor the country 
as a whole can benefit if, by depreciat- 
ing assets on too low a basis, certain 
years of production are charged less 
than sound accounting methods dic- 
tate. It is an economic principle of 
absolute certainty that the amount by 








which in past years actual depreciation 
has exceeded the charges for deprecia- 
tion, must be paid as surcharges in 
later ones. It follows from this that no 
profit can be gained by charging differ- 
ent years less than the full present-day 
value of their depreciation, and that it 
always will be best to give every year 
its just part of debit on the costs of 
fixed assets during this year. Any 
governmental act interfering with this 
principle of sustaining the producing 
power of a plant up to its present state 
will always mean a deterioration of 
business conditions in the future; and 
no nation will act on sound economic 
principles if its capital values become 
depleted by current expenditures. 
The Principle of Economic Equilibrium 
If,as was pointed out, each year in the 
whole lifetime of a plant is not charged 
its full share of the present-day repro- 
duction cost, there must be a seri- 
ous disturbance of the quiet develop- 
ment of the whole economic condition 
of a nation. In the years which show 
too small a depreciation charge, there 
will be either too low a price level or 
too large an income from capital shares. 
In both cases the result must be a 
strong impulse to production. If the 
prices are too low, the current income of 
the whole people can buy more goods 
than at normal prices, and so the busi- 
ness volume will outgrow the normal 
amount. Many concerns may plan to 
enlarge their plants to meet the rising 
demand, and the general rise of business 
conditions would appear to be very 
beneficial. Alas, this can not last, 
because it is certain that some years 
later there must come a time when the 
insufficient depreciation rates of the 
past, which permitted a greater con- 
sumption during those years of general 


business prosperity, have to be com- 
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pensated for out of current income ;; 
the form of savings, in the taking up | 
additional shares, or in higher Pric 
of goods if this ite of furnishing 
funds for replacement of worn-out fixed 
assets is preferred. In each case, dur. 
ing these years of real replacement 
the consumers will be in a precarious 
position because of high prices; and 
yet they will receive in goods and sery- 
ices an amount which is only less by 
that amount which they received 
excess in the years past, when the fu! 
value of depreciation was not account: 
for. 

Where the market conditions allow, 
the difference between original cost and 
present-day cost of depreciation will b 
turned out as dividend. Under suc! 
circumstances, the years of too low 
depreciation basis will result in a situa- 
tion where the income of the share- 
holders may be larger than it should be 
Out of this enlarged income they ca: 
buy more goods than would be possib! 
if the depreciation rate were account 
on present-day value, even if the pric 
level were not lowered. ‘Thus, agai 
the business volume is enlarged, 
many impulses are given to develop t! 
production power of plants; though al 
experience of the last a prove 
that, during such a period of strong 
growth in business volume, consequent 
upon basing all kinds of calculation 
the lower original costs of past times 
another period of serious business 4 
pression with sinking business volun 
and sinking prices must follow. It 
certain that the development of b 
ness cycles, as far as general economi 
conditions are their cause, would 
practically obviated if wrong account! 
ing methods, basing depreciati 
original costs, could be elimina 
Years of artificially grown income 
business volume are inevitably follow: 








THE 


rs during which the sins of 
ve to be paid for in the form 
isiness volume, lower con- 

goods and lower income. 
idden changes in business 
were reduced by charging 
ts full value for the deprecia- 
ntly taking place, a much 
Jevelopment of the whole 
fe would be secured. 


of Balance between Pro- 
n and Consumption 
nciple will be violated when 
f changing price levels depre- 
ased on original cost. The 
mong money circulation, in- 
st, will become evident 
vear which is debited with 
e full value of present-day 
preciation, there is a higher 
her in goods or in money. 
l-out dividends are too high 
lepreciation’s being too low, 
e plenty of money in the 
ket for consumption goods, 
by a rise of prices; or a 
additional saving will take 
raising the quotations of the 
nge and giving an impulse to 
ts that would not be pres- 
rmal economic trend. If 
ts are higher than present- 
e amount set aside from the 
| be too high, and the income 
reholders will be too low. 
income, only less goods at 
rice or an equal amount of 
sened price can be bought; 
nking of the price level ora 
the quantity of goods pro- 
take place. 
ways the case when a sudden 
place, much to the detri- 
whole country, because, in 
elative abundance of money 
build up too 
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large a fund for depreciation, consumers 
do not have much money on account of 
the smaller dividends. Money is also 
scarce on account of the unemployment 
which results from the lessening of the 
amount of goods sold, since the higher 
depreciation rate leads to prices which 
reduce the volume of sales. Finally, 
it is just as certain that there will be a 
recovery of economic life, because the 
rising funds for depreciation must lead 
to a lowering of the rate of interest, and 
this in turn leads to an enlarging of the 
business volume; but between the sharp 
crisis and this recovery lies one or 
several years of economic misery, and 
this largely, and perhaps only, as a 
result of wrong calculation. <A reason- 
able state of economic dealing would 
demand that in each year the amount of 
goods offered for consumption should 
correspond to the state of productivity 
of this very year, after all the assets 
used up by the process of production 
are fully, and only fully, replaced out 
of the production of this year. If ina 
year of rising level of prices the amount 
of depreciation is set aside on the basis 
of lower original cost, this will not be 
sufficient to replace all assets consumed 
by the process of production. In con- 
sequence, there will be more consumers’ 
goods, thus favoring the consumers in 
such a year. ‘There then follow years 
of rising prices and increasing business 
volume, succeeded by years of falling 
prices and decreasing business volume. 
Then the rate of depreciation will be- 
come too high, and the consumer will be 
less able to buy out of his income, which 
is diminished by lessened dividends 
and unemployment; in other words, too 
much production value is reserved for 
the replacement of assets in the form of 
growing depreciation funds. Prices for 
goods of consumption are then too high, 
because of the calculation of deprecia- 
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tion on the high original cost. That 
unemployment is brought about by an 
artificially raised price level and a 
consequent decline of business volume, 
is proved by all experience of the last 
century. But that it is also a detest- 
able waste of national economic produc- 
ing power, nobody would dare to deny; 
especially if it could be seen that much 
of this kind of economic disturbance 
would vanish if calculation were based 
on present-day cost, whereby every 
business each year received its correct 
part of replacement cost, and every per- 
son each year received a sufficient in- 
come to buy all the goods that could be 
produced on the prevailing level of pro- 
ductivity and needs of the consumer. 


The Principle of Separation of Capital 
Assets from Current Income 

This principle is only another side of 
the same problem. If out of each 
year’s production enough funds are 
set aside to replace all assets that in 
this year’s production have been con- 
sumed, the surplus will be the goods 
available for consumption without any 
diminution of the individual or national 
producing power. It should be an 
essential part of general business policy 
to recognize that this is the only correct 
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way to uphold normal conditions ang 
to free business life from many of the 
sudden changes that always bring dam. 
age to the whole business of the coup. 
try. The only way to come to such , 
state of affairs is to use as the single 
basis of all calculation, be it for individ. 
ual items or in the general profit and 
loss account, the present-day cost 
value. Only this correct measure wil! 
enable management each year to djs- 
cover the correct value of costs, includ- 
ing depreciation, and only in this way 
can the producer see from his cost 
accounting whether the market price 
of his products enables him to secure a 
real profit over the present-day value 
of all the material, labor and fixed assets 
that were used in the course of produc- 
tion. Only by this method of calcula- 
tion can management decide whethe: 
production is still profitable or not, and 
whether a growing or lessening rate of 
profit renders it advisable either t 
enlarge or to curtail the business vol- 
ume of a plant. 

Epitror’s Note: This problem is worked out 1 
fully, especially as regards the technical problems, 
the following books written by the author: Organische 
Tageswertbilanz, Leipsig: G. A. Gloeckner Verlag; Der 
Wiederbeschaffungspreis, Berlin: Spaeth und Lind 


Verlag; Die Industrickonjunktur—ein Rechenfehler 
Berlin: Spaeth und Linde Verlag. 





HE advantages of department- 
store mergers have been subjected 
to close scrutiny in recent years. 
infrequently the economies of 
ntral buying are advanced as the jus- 
for merger; yet an examina- 
a number of organizations, each 
ng several department stores, 
ils that central buying is being 
{ to a very limited extent. The 
n immediately arises: What part 
ral buying to play in the “‘depart- 
nt-storechain”’? Although thestage 
t yet set for a conclusive answer, a 
of the extent, the methods and 
ilts of the application of central 
ing will at least dispel the air of 
rounding it. 
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Definition of Terms 

In its reference to chain grocery 
s and chain drug stores, the term 
come to have a 
meaning. It describes a plan 
iying in which the buyer in the 
ral market is in complete charge of 
rchases made for the stores. The 
tral buyer determines the needs of 
stores by means of a very 
ete system of records in the 
lice supplemented by frequent 
om store managers. Because 
handise is highly standardized, 
‘m arises from denying store 
ers the right of selection. But 
the case with department 
them it is desirable to allow 
nanagers, or department man- 
some The 
ney chain, often advanced as 


buying has 


1e 


T 
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exercise choice. 





CENTRAL BUYING BY DEPARTMENT-STORI 
MERGERS 
By DAVID R. FALK 
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an example of central buying by depart- 
ment stores, applies this buying practice 
without causing store managers to be 
conscious of any restriction on their 
right of selection. Hence, a slight 
modification is necessary when the term 
central buying is applied to department 
stores. For purposes of this discussion, 
central buying refers to the situation in 
which buyers in the central market have 
charge of purchases for certain depart- 
ments of a number of stores; the heads of 
the departments of each store, however, 
may not be completely divested of the right 
of selection. 

Central buying must not be confused 
with group buying, in which each store 
buyer retains almost complete freedom 
in the selection of merchandise. Under 
group buying, styles or lines are selected 
at a meeting of buyers from each store; 
the buyers then order as they choose 
from the selected articles, these orders 
being pooled into a single contract for 
the group. Central buying replaces 
this committee system with a single 
buyer and assistants. Cooperative buy- 
ing, although often used synonymously 
with group buying, has still a different 
meaning. It refers to purchasing by 
cooperative organizations of independ- 
ent grocery and drug stores, the purpose 
being to secure goods on terms compa- 
rable with those of their chain com- 
petitors. 

One further explanation of terminol- 
ogy is necessary. It is common prac- 
tice to refer to a merger of formerly 
independent stores as a “‘department- 


store chain.”? The term, however, is 








266 HARVARD BUSINESS REVIEW 


applied incorrectly, since each store 
usually continues to be operated sep- 
arately in contrast to the central opera- 
tion characteristic of the chains. John 
B. Guernsey’ clearly distinguishes be- 
tween the “‘department-store chain,” 
uch as the J. C. Penney and the W. T. 
and the ‘“‘ownership 
group,”’ such as the Hahn Department 
Stores and the Associated Dry-goods 
Corporation. The chain is described 
a group of stores, usually of like 


stores, 


Gsrant 


as 
character, owned, operated and mer- 
chandised centrally. The stores of an 
ownership group, while owned by a 
single interest, are operated and largely 
merchandised separately. And while 
a department-store chain necessarily 
has central buying, an ownership group 
may follow a practice varying from no 
central buying to a high degree of 
central buying. It is the application 
of central buying by ownership groups 
which is to be discussed in this paper. 


Extent of Central Buying 


\n examination of these ownership 
groups reveals a very limited applica- 
tion of central buying, in sharp contrast 
to the department-store chains, such as 
those owned by J. C. Penney Company, 
W.'T. Grant Company, Sears, Roebuck 
and Company and Montgomery Ward 
and Company. National Department 
Stores, operating fourteen scattered 
units differing greatly in size and type, 
is buying centrally much staple and 
semi-staple merchandise, such as linens, 
bedding and wash goods. W. A. Wie- 
boldt, with four very similar stores in 
Chicago, offers an interesting applica- 
Central buyers 
“sales 

store 


tion of central buying. 
on requisition from 

charge of the 
.e following articles: yard 


purchase 
managers” in 
departments, t 


1 
} 


Guernse John B., ‘** Tomorrow, What is to be the 


goods, cheap dresses, ribbons, luggay, 
and novelties. Associated Merchandis, 
Corporation? uses central buying j, 
shoes, luggage, cheap dresses and ching 
Gimbel Brothers is experimenting w;; 
central buying for the men’s sho, 
departments of the four Gimbel store: 
American Department Stores, operat: 
ing eighteen stores of varying character 
is buying shoes, millinery and low. 
priced ready-to-wear clothing through 
itscentral buyingoffice. Hale Brother: 
Stores, which in 1927 adopted a policy 
of central operation for five stores 0; 
the Pacific Coast, bought centrally fo; 
about 30% of the departments. Ver 
recently, however, the company 
announced that it is using central buy- 
ing for less merchandise, continuing it 
primarily for the purchase of domest 
gloves, hosiery, men’s furnishings, w 
clothes, drugs, toys and gift lines. Cit 
Stores, Incorporated, operating 
stores in the South, has undertaken 
straight central operation of certa 
departments. 

The above list is characterized by : 
noticeable absence of the most fami! 
ownership groups, namely, Hahn De- 
partment Stores, Associated Dry-g 
Corporation and May Department 
Stores. None of these groups practic 
central buying at the present t 
The reasons for this narrow us 
central buying need examination. 

Because most ownership groups 
present include stores attracting 
ferent classes of customers, the stane 
ardization of merchandise essential ' 
central buying has not been possi 
except in a few staple lines, he: 


++ 


little central buying has been attemp! 


2 Although this is an association of stores 
an ownership group, it is included because 
an important exemplification of central bu) a 
because three of its members, Filene’s, Abraham 4 


and Lazarus, have formed an 
¢ Gens 


Straus, 


group known as Federated Department ! 
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for the limited 


lUggap But the reasons 
rchand; lication of central buying are more 
uying than this; two are most 
nd ching First, central buying has 


1%, wa + with strenuous opposition from store 
[heir opposition is based upon 
-to relinquish any control to 
rganization and thereby to 
ir position, and also upon a 
ief that they are better suited 
ntral buyer to select the de- 
merchandise. This belief, 
he long-established prac- 
ally { t ting the buying and selling 
Vi t one individual, has been 
unfavorable experi- 
al buy- th group buying. Yet it has 
Ing 11 ry belief of the store buyers 
mest aused many of the difficul- 
wor up buying. Although the 
Mt rs’ Opposition may not be 


ted by 


g MN reason, it is nevertheless 
ert the impossibility of adopting 
t a definitely workable plan 

ion has paralyzed desires to 

7 ntral buying. To effect the 
V not an easy task; and it may 
g t profitable one during a lengthy 
ansition. Undoubtedly, the 
venture has deterred many 
re serious consideration of 


t, the principal reasons why 
ying has not made greater 
re the opposition of store 
the risk of change. Over- 
former will be a_ slow 

as experience enables own- 

; to evolve sound organiza- 
the risk will decrease; and 
tion of central buying chains 
1 by losses in certain depart- 
the ownership groups, the 
small compared to the 


Dpeal 
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Organization for Central Buying 

Because this problem of developing 
a satisfactory plan of organization for 
central buying perplexing, a 
detailed discussion of organization ap- 
pears desirable. The problem of or- 
ganization is difficult because it involves 
separation of buying and_ selling, 
a division contrary to customary de- 
partment-store practice. ‘The typical 
department-store organization has four 
main divisions: the merchandise divi- 
sion, in charge of buying and selling, 
the publicity division, in charge of 
advertising and display, the control 
division, in charge of record keeping 
and finance, and the store-management 
division, responsible for personnel, serv- 
ice, maintenance and miscellaneous 
duties. Under the manager of the 
merchandise division are several divi- 
sional merchandise managers, each re- 
sponsible for the purchase and sale of 
certain related lines, and numerous 
department buyers. ‘The important 
fact to note is that the buyer has cus- 
tomarily been responsible for selling 
as well as buying. He has been the 
department manager, responsible for 
the welfare of a particular section of the 
store. In only a few cases has there 
been any separation of buying and sell- 
ing responsibilities; in such cases, an 
individual has arisen with the title of 
department sales manager, and the 
been done by another 


1S SO 


buying has 
individual. 

It is interesting to note how plans of 
organization for central buying have 
dealt with the department manager 
now that he does not do the buying. 
Organization plans seem to fall into 
three divisions based upon the differ- 
ences in relationship between the 
central buyer and the department man- 
ager: in Type A, the central buyer is 


>, a representative 


dominant; in Type B, 
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of the selling division is dominant; 
and Type C is a compromise between 
those two types. 

In the Type A plan of organization, 
where the central buyer is dominant, 
the department manager is divested of 
practically all choice in the selection 
of merchandise. He has become a 
“glorified head-of-stock’’* following the 
dictates of the central buyer. He may 
place orders for fill-ins not to exceed a 
certain specified amount and he is re- 
sponsible for stocks but not for mark- 
stock-turn or 

central 
The cen- 


up, mark-down, 
is merely the 


gross 
margin. He 
buyer’s store representative. 
tral buyer is the real head of the de- 
partment and keeps in contact with the 
stores by means of very frequent trips. 
He plans promotions and is responsible 
for sales, stocks, mark-up, mark-down, 
stock-turn and margin. The 
line of authority is from the central 
buyer directly to the store department 


gross 
: 


managers, and from a committee of 
store to the 
central buyer through a manager of the 
central office. ‘The Type A plan of 
organization has been applied where 
it is possible for the central buyers to 


merchandise managers 


go from store to store. In this case 
buying and selling responsibilities are 
concentrated in the central buyer. 
Although the store department man- 
ager is responsible for routine selling 
duties, the responsibility for sales vol- 
ume is still vested in the individual 
who does the buying. This can hardly 
be called a real separation of buying and 
selling. 

The Type B organization plan, where 
a representative of the selling division 
In this 


is dominant, is very different. 


In the tyr epartment-store organization the 
. , 
ea a clerical assistant of e buyer 
irged wi the duties of kee g a department s 
‘ P 


case the department sales manager has 
complete and direct control over his 
department. In conjunction with the 
group sales manager and the merchap. 
dise manager, he determines the class of 
merchandise to be carried and the type 
of merchandise to be advertised. ‘He 
secures merchandise through requisi- 
tion. ‘To understand his position, one 
must realize that the group sales man- 
ager is the promotional head of a par. 
ticular line of merchandise for all stores 
and coordinates the activities of the 
department manager and the central 
buyer. ‘The important point to note js 
that the central buyer is relegated to a 
position of much less power and re- 
sponsibility than in Type A. How- 
ever, he can initiate purchases when he 
believes he can make an exceptionally 
favorable buy and when he can secure 
merchandise for which style or fad is of 
primary importance. In these cases 
he assumes responsibility. ‘The type B 
plan of organization has been applied 
where it is possible for the group sales 
managers to go from store to store. 
In this plan the problem of dividing the 
responsibility for buying and selling 
has been solved by concentrating tl 
responsibility for results in the group 
sales manager. ‘The separation ot buy- 
ing and selling is sharper than in lype 
A. 

The above two classes are less typical 
of organization plans for central buying 
than is Type C, a compromise. In this 
plan the department buyer retains | 
title and usually continues to be the 
department manager. Ordinarily his 
salary is not reduced, although 1 
duties have been curtailed. He has the 


¢ 


right to exercise choice in the selection 
In fact he is encouraged 


eT<- 
Cl 


of merchandise. 
to “fight for what he wants,”’ and is | 
mitted to buy a small portion, ab 


10%, which usually consists of n 


t y\ \ 








1] 
ric 





Ber has erchandise. He is responsible for 
ver his al cks, mark-up, mark-down, 
ICN the +ock-turn and gross margin. He plans 
chan i tions, often following the 
Class of vogestions of the central buyer. The 
ne type »tral buyer is responsible for purchases 
onjunction with the depart- 
equisi- ment manager, for sales and stocks. 
iM, One He. too, is encouraged to ‘“‘fight for 
wants.”’ The divisional mer- 
e manager coordinates the work 
ntral buyer and department 
anager. Final authority remains in 
” e individual stores, which may refuse 
a ourchases of the central buyer. 
ird plan has worked satis- 
iithough it is by no means a 
: wer to the problem. It does 
ee provide a method for transition from 
nally the old buying practice to central buy- 
ually meets a minimum of 
from individual store man- 
oe rs because they retain ultimate 
F , and any tinge of compulsion 
a absent. Nor is it such a sharp break 
sail r the former buyer to be retained 
tment manager, since he is not 
feel that he has been shorn of 
r power. However, both 
\ and Type B have the advantage 
re definite placing of responsi- 
e advantage of a department 
better able to adjust himself 
ed duties and responsibilities 
old-time buyer, and the econ- 
= m} employing a lower-paid indi- 
in the former buyer. While 
nay prove desirable to adopt 
period of experimentation 
zation plans for central buying, 
to be superseded in the future 
imilar to Types A or B. 


A 


rmeé 


Effect upon Buying 
may ownership groups expect 
application of central buying? 
| be the effect upon buying 
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and selling, upon gross margin and 
expense? Vastly different results may 
arise because of variations in personnel 
and organization plans. 


The dispute over the question 
whether the central buyer can select 
merchandise for individual stores as 


satisfactorily as the store buyer is far 
from settled. Department-store  or- 
ganization has been built upon a long- 
standing belief that the buyer must 
have contact with customers and the 
selling force in order to learn the wants 
of his clientele. Certain developments, 
however, make this belief less tenable. 
In practice the buyer has little contact 
with customers; his buying job has 
become so exacting that he must be in 
the market a greater portion of his time 
than formerly. The buyer is relin- 
quishing other duties and is becoming 
a specialist in buying: control of the 
sales force is being taken from him and 
placed under the service division, re- 
serve stocks are placed under control of 
the store superintendent, the publicity 
department is given greater control of 
merchandise to be advertised, and more 
recently the stylist has assumed re- 
sponsibility for “‘fashion-rightness.”’ 
Of even greater significance than 
the buyer’s loss of contact with cus- 
tomers is the fact that this has been 
paralleled by a decreasing need for such 
relationship. ‘The old-time buyer relied 
upon his contact with customers and his 
work in the selling department for a 
knowledge of what was wanted and 
what stock wasonhand. It was a case 
of memory control. The present-day 
buyer refers to records to determine 
what is being sold and what is in stock; 
the need for customer contact is mini- 
mized. As more complete systems of 
merchandise control are developed, so 
will it be possible to apply central buy- 
ing with greater ease and effectiveness. 
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Furthermore, it is no longer essential 
for the buyer to have contact with cus- 
tomers to learn their particular desires. 
That wants do not vary widely through- 
out the country is evidenced by the 
success of central buying by chains of 
women’s ready-to-wear style mer- 
chandise: Diamond Brothers, a chain 
covering most of the large cities of the 
country, “finds it no more difficult to 
merchandise than a local branch 
system.’’* It takes into consideration 
the difference in seasons and climate, but 
beyond that thereis no recognized differ- 
ence in wants. Lerner Shops and Con- 
solidated Millinery Corporation are 
other examples of successful chain mer- 
chandising of fashions. 

If there is an outstanding buyerinone 
of the departments of an ownership 
group of ten stores, why not make him 
central buyer for all the stores? It is 
reasonable to expect him, or an expert 
central buyer secured from other 
sources, to do a more efficient job in the 
market than individual store buyers. 
He has a number of advantages: since 
he is in the market all the time, he is 
more familiar with market conditions, 
resources and style trends; he can main- 
tain constant relationship with “‘pre- 
ferred resources,” which will secure the 
best possible terms and the maintenance 
of certain standards of quality; and he 
is able immediately to take advantage 
of favorable offerings, because he is not 
impeded by the slow and cumbersome 
activity often typical of group buying. 
In this connection it is interesting to 
note a statement by Kenneth Dameron:® 
‘*Many group offices are now asking for 
more centralized authority and more 
freedom from the whims of store buyers 


* Guernsey, op. cit. 
* Dameron, Kenneth, ‘Cooperative Retail Buy- 
ng of Apparel Goods,” Harvarp Business Review, 


July, 1928, p. 443. 
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and the unwieldiness of comm 
systems,” a statement which 

to favor central buying in contras: , 
group buying. 

The attitude of the manufacty 
likewise appears to be more fayorab), 
toward central buying than group buy- 
ing. While many producers will see } 
central buying, as in group buying, , 
weakening of their bargaining power and 
a precarious dependence upon a fey 
large outlets, others will welcome th, 
opportunity to deal with a few special. 
ists who can make definite and imme- 
diate commitments for merchandise. 
The manufacturers have opposed grou; 
buying because they have felt the obli 
gation to be one-sided: the manufactur 
ers have to state prices and terms befor 
the group representatives are in a posi- 
tion to know quantities required. In 
fact, the representative of a group-buy- 
ing organization can never guarantee a 
definite volume of business to a manu- 
facturer as a central buyer can. In a 
recent survey® of the manufacturer's 
attitude toward group buying this con- 
clusion is reached: ‘“‘On the whole, th 
manufacturers approved the methods 
used by chains and indicated that a so- 
lution (of the problem of group buying 
might come from that direction.” It 
unquestionably true that some of th 
central buyers of chain stores, by theu 
constructive suggestions and fair deal- 
ing, have secured preferred positions 11 
the resource market. 

Evidence has_ been 
show that store buyers’ close contact 
with customers is neither a fact 
a necessity, that individual select 
even in style merchandise is not essen 


introduced 


be expected to do a more efficient bu 


6 Teter, C. Francis, “Group Buying 
Manufacturer’s Point of View.’ Prepared 
thesis at the Harvard Business School. 
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individual store buyers, 
manufacturer is inclined 
rably toward central buying 
group buying. ‘This pic- 

1 one-sided. Consider the 
stores buying individually. 

n smaller quantities is more 
not necessary to commit 

r a long period in order to be 
the quantity desired, and 
quicker. Further, central 
» implies a certain degree of stand- 
n in lines selected. A central 
not adapt new purchases so 
© minutely to the needs of 

: department as can the store 


\t the present time central buying 
{ greatest value in the purchase 
ndise which is standardized? 
‘quantity influences price and 
Where the price advantage 


“ fset by the importance of wider vari- 


nediate delivery and/or more 

buying for the needs of a 
nt, the individual store buyer 
rm the buying function to bet- 
Confining the applica- 
central buying to its field of 
isefulness will enable owner- 
ps to buy more effectively. 


nt 
} 


age. 


Effect on Selling 


Department executives have long 
aware of the need for improved 
\s has been suggested, the 

ion buyer and department 
; becoming a specialist in buy- 
» neglect of his selling duties. 
uld the department not be 
charge of a sales manager, an 
selling? W. A. Wieboldt & 
y has made a clear-cut separa- 
buying and selling; numerous 


and standardized merchan- 
The dresses carried by 
This 


indise 

nymous. 
ay be the same for all stores. 
tandardized style merchandise. 
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other organizations have undertaken 
a partial separation of buying and sell- 
ing functions. ‘Theoretically, it would 
appear sound to let the buyer become a 
specialist in buying and to place the 
department under a man giving his un- 
divided attention to sales. However, 
past experience offers evidence that it is 
only in the exceptional case that this 
plan works well—the case in which a 
finely adjusted equilibrium has been 
struck between the duties and respon- 
sibilities of the central buyer and the 
duties and responsibilities of the indi- 
vidual in charge of sales. Experience 
has proved this equilibrium extremely 
dificult to attain. There is strong evi- 
dence that the department manager does 
not become a better sales manager when 
his buying duties are removed. 

An ownership group’ which is curtail- 
ing its central buying activities reports 
that ‘‘there is a big weakness in such 
an arrangement (central buying) in 
that the incentive and resourcefulness 
of the store’s buyers is lost to a large 
extent.” Intangible though this is, it 
is perhaps the most fundamental objec- 
tion to central buying as now practiced. 
The initiative of the individual in 
charge of selling is deadened; he be- 
comes an agent of the central buyer; 
the effect is devitalizing. It is signifi- 
cant to note that the J. C. Penney 
Company, recognizing this danger, does 
not deny the store managers the right 
of individual selection. Central buying 
is practiced successfully, without any 
consciousness of restriction, because 
the store managers find that they can 
do better by purchasing through the 
central organization than otherwise. 
Filene’s, recognizing this, has encour- 
aged the department manager to “fight 

8 The name can not be disclosed. Each “buyer” 
was in charge of the selling department, purchasing a 


small portion of merchandise. The plan of organiza- 


tion was similar to Type C. 


Crrsy1ry r* agecemmemirareemeo 








for his merchandise”’ and has provided 
for his actual purchase of a small 
portion. 

From the none-too-complete evidence 
available, it appears that the ownership 
group probably may not expect an 
improvement in selling when central 
buying is applied with Types A and C 


plans. In the former, the department 
manager is little more than a clerk 
without the ability to influence an 


improvement in selling. In the latter, 
the buyer, trained in a school which 
has always subordinated selling to buy- 
not a satisfactory person to 
improve selling. It is probable that 
placing the department either in charge 
of a weaker individual (Type A) 

the same individual weakened by the 
removal of duties and responsibilities 
(Type C) will result in less effective 
in the impersonal selling famil- 
iar in chain stores. However, in Type 
B, where a representative of the sales 
an improvement 


ing, 1S 


selling 


division is dominant, 
in selling may result; in this plan 
emphasis is placed on selling, and a 
properly trained individual is in charge 
of the department. 


Effect on Gross Margin and Expense 


Central buying has affected gross 
margin favorably in several ways. 
The evidence obtained from nine owner- 
ship groups is fairly convincing that 
have been made in cost of 
purchases. An actual comparison of 
prices shows that many important 
organizations operating under group 
buying are unable to obtain in all lines 
of merchandise the same price conces- 
given to organiza- 


savings 


sions as are readily 


® This information is contained in a paper entitled 
Thoughts on Department-store Consolida- 
tion,” by Mr. W. Carlyle Goodwin of the Merchandise 
and Research Bureau. To the writer’s knowledge, 


the paper has not appeared in print. 
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tions operating under central buying! 
The gross margin has been widene; 
further by the reduction of mark. 
downs through standardization on fewe; 
styles and price lines and through the 
resulting faster rate of stock-turn, 

In the matter of expense, the evidenc 
is not at all definite. Statements tha; 
the application of central buying resu|t. 
ed in no material change may indicate 
lack of definite knowledge of its effect 
upon expense. As a matter of fact. 
much will depend upon the plan 
organization; that is, if the department 
manager is alow-salaried “ glorified head- 
of-stock” (Type A), expense probabl; 
is reduced through elimination of sala- 
ries of individual department buyers: 
while, if the former buyer is retained as 
the department manager (Type C), 
expense is probably increased by th 
superimposing of a central buyer upo: 
the store buyers. During a period 
transition this latter case would seen 
to be more nearly typical. In the long 
run, however, the application of centra 
buying should result in a reduction o! 
expense. While the records required 
to operate with central buying will 
probably increase expense, the savings 
by the elimination from each store o! 
the high-salaried buyer and the reduc- 
tion of traveling expenses will mo 
than counterbalance any expense in- 
crease. This must be true if central 
buying is to justify itself for the owner- 
ship group as it has for the chain store 


Conclusions 


Chain stores have grown because the) 
have been able to distribute some types 
of merchandise more economically than 
competitors. Central buying and im- 
personal selling are successful in th 
application to merchandise whic! 
standardized, and which is sold pri 
pally on a price basis to a large class 
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ire willing to accept limited nally designed to compete with chains 
impersonal selling. But on their own level of standardized 
department store does not merchandise and restricted service, 
croup for the bulk of its can present much more formidable 
re is another class of people competition than when buying is done 
ndividuality, wideselection individually. Ownership groups prob- 
ized selling. ‘To meet the ably will extend central buying as a 
of this latter group, the greater number of lines come into direct 
store is in a far better competition with chains. But how 
the chain. That it will far central buying will go, no one knows. 
fill this place is highly At the present time it can be said that 
But it does not follow that central buying will not be more widely 
t-stores must relinquish the applied by ownership groups until: (1) 
| volume trade to the chain the pressure of chain store competition, 
from that. The depart- unmistakably reflected in operating 

1 meet the requirements of figures, provides theimmediate stimulus 
without injuring the tone of to depart from long established meth- 
ods; (2) a plan of organization has been 

the department-store worked out which strikes an equi- 
roup to guard itself from librium between the desire of individual 
f chain-store competition, stores to retain ultimate authority and 


ing can be of very definite the need for centralization of control to 
Better buying anda higher assure the effective operation of central 
rin can be attained, an ulti- buying; and (3) store managers are 
luction in expense may be assured that there will be no element of 
|, and less personalized selling compulsion in any plan of central buy- 
rious objection in appealing ing to which they might subscribe. 
e of trade attracted to chain Central buying has an important role 
Of course, central buyingis not to play in enabling ownership groups to 
for department-store ills, but meet the competition of the chain 
much potential value to be stores. However, the present limita- 
ghtly at this time. tions of central buying and _ the 
will meet with wide applica- difficulties of evolving an entirely 
nable. Ownership groups’ workable plan of organization indicate 
basement stores very ad- that, for the present, justification of 
y under a plan of central department-store mergers must be 
Such basement stores, origi- sought along other lines. 
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THE LANCASHIRE COTTON CORPORATIO\, 
AND ITS EFFECT ON WORLD 
COMPETITION 
By J. WISSELINK 


N examination of the conditions 
prevalent in the Lancashire cot- 
ton industry! has thus brought 

us to the conclusion that there is a 
logical possibility of the formation of a 
great vertical trust or some equivalent 
organisation in Lancashire, which will 
also take in hand the sales organisation. 
Supposing that the Lancashire Cotton 
Corporation may exert every effort to 
carry this through, going further than 
present official statements might lead 
one to expect, the following questions 
of importance then arise: 

What can the Corporation achieve 
in the direction of lower costs of pro- 
duction and of sales costs? 

Will the present prices of Lancashire 
cotton goods go much lower? 

What will the consequences of such a 
reorganisation be, especially through 
the rational organisation of sales in the 
great markets? 


Selection of “* Rational’? Spinning and 


Weaving Mills 


It is fairly certain, considering the 
average size, the advanced secondary 
agglomeration, and the good speciali- 
ation found among the existing spin- 
ning mills, that there will be no difficulty 
in collecting some 8,000,000 spindles as 
a beginning, and that they will be suit- 
able, without many changes, for ration- 
alised production. ‘There is not much 


wrong in the spinning mil! 
respect, and there must be p! 
choice among the 28,000,000 
of the American section. 

The saving to be effected 
spoken of was £6,500 in ea 
mill and the announcement was greet 
with respect in England) is, how 
rather disappointing when 
as a fraction of the costprice. A; 
calculation for yarn-numbers 2c 
shows thatitisno more than about | 
on the price of yarns; and the ef 
on the price of a very popular ty; 
cotton fabric, shirting, let u 
not more than 34% 

The upkeep of many of 
during the last few years may 
something to be desired, but this ¥ 
have been taken into account | 
prices at which they are to be 
over, and the Corporation wil 
have them in good order again. Rela- 
tively very little time will be 
for this technical putting in 
Lancashire is also the home 
greatest textile-machinery indu 
the world. And this industry) 
so fully employed just now, that 
not do much in a short time. 

When we consider the weavi! 
however, especially from the sta! 


of size and specialisation, the 

are evidently greater. In Bur 
Blackburn together there 

looms, but a very large pe! - 
these would be disqualified | 
under the scheme even if ver) 
demands are made as to 
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e case of Burnley, with its 
anufacture for the great 
ets, every one will agree 
ndard we have mentioned 
m of 1,000 looms to a mill 
ns to each kind of cloth, is 
igh. For Blackburn we 
ther than 700 looms to a 
looms to each article. 
which, the choice of 


[00 
standing 
ficient capacity and speciali- 
mparatively limited. In 
ere are only about 34,000 
in Blackburn about 48,000 
called suitable for rational- 

n without delay, taking 

the kind of cloth desired 

na If one keeps rigor- 
the demands of the most 
production capacity for a 
the numbers suitable to 


il kets. 


above will be reduced, but 
enient view hold that 
ions for production may be 
rly good. 
bound to admit that in judging 
ecialisation in this way, one 


would 


mly a rough classification. 
ne hand, there are various 
made by similar methods of 
n, so that the “small jobbing”’ 
facture is less deplorable than 
the other hand, the charac- 

ny of the products listed in- 
st undesirable number of 

| different types of looms in 
of the mills 
The classi- 


even in many 
iV¢ been approved. 
btained on a rough estimation 
| will certainly offer too 
ie a prospect as concerns 
ation. 

basis of these conditions in 
Blackburn, one may say 
American section, 
as these kinds of goods are 


whole 


all Lancashire, there are 


te 
NSN 
Ji 


looms 


200,000 
accept ance, 


than about 


immediate 


not more 
suited for 
Among the weaving mill centres, Burn- 
ley and Blackburn are the best types, 
and their statistics cannot be taken as 
holding good for the whole of Lanca- 
shire, so that these 200,000 looms are 
certainly not a too pessimistic figure. 
Taking these 200,000 looms as a whole, 
the production capacity, specialisation 
and estimated technical equipment can 
not by any means be called good; they 
are only just sufficient for beginning a 
rationalised system of production and for 
making some approach to the standard 
of the chief competitors in the export 
markets. 
Synchronised Production 

Now if it is desired to form a har- 
monised production scheme in Lanca- 
shire with synchronisation of the various 
branches of production, so that one 
stage in the complete process fits neatly 
into the next, these 200,000 looms may 
be calculated to require 8,500,000 spin- 
dles to supply them with yarns, taking 
ring and mule spindles together. For 
the kinds of fabrics in question, one 
may reckon that about 35 ring spindles 
or 50 mule spindles are needed to each 
loom. In the American section both 
ring and mule spindles are used. 

From the standpoint of working 
efficiency, it is usual to take the spin- 
ning capacity at §% to10% less than the 
weaving capacity; in this way the 
relatively expensive spinning mills can 
then be kept fully employed. The buy- 
ing of additional yarns from time to 
time, if necessary, offers no difficulties. 
Keeping this detail in mind, it will be 
recognised that in synchronous pro- 
duction the above-mentioned figure of 
200,000 more than the 
minimum required to absorb without 
the 


looms is no 


-eceati rar yroduced by 
cessation the yarn produced Dy 
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8,000,000 spindles, with which the trust 
proposed to begin. 

In view of the technical position in 
the yarn market, it would not seem 
sensible for the Corporation to con- 
tinue, for any length of time, making 


more yarn than it required in its own 
afhliated weaving mills. Whatever 
qualities an average Lancashire man 
may possess, he seems to be afflicted 
with hyper-individualism and prefers to 
remain absolutely independent. The 
price- and production-policy of the Cot- 
ton Yarn Association, now defunct, 
which held sway over 70% of the spindle 
capacity in the American section, was 
honeycombed with spinning mills which 
refused to join the Association. ‘These 
outsiders kept their prices just a little 
below those of the Association, which 
were low enough. ‘The leaders of the 
Corporation will be, of course, perfectly 
aware of this danger. But the Cor- 
poration is in a much stronger position 
than was the Cotton Yarn Association 
as regards the sale of yarns, because of 
the support of the great banks; and 
it would be able to keep up an 
obstinate fight against outsiders in any 
price-war for a long time and would 
perhaps win in the end. Nevertheless, 
a large surplus production of yarns 
would probably cost a great deal of 
money in the long run. 

It is a matter of course, therefore, 
that the Corporation should endeavour 
to obtain control over as many looms as 
possible, choosing the “rationally” 
organised mills rather than the others. 
There is a possibility that the Corpora- 
tion may not be able to secure exactly 
the 200,000 looms of our rough esti- 


mate. But from the standpoint of 


technical-economic possibility, one must 
count on the Corporation’s being able 
to mobilise 8,000,000 spindles and 200,- 


000 looms immediately ready for aration, 
mass production in series. 

It must not be thought that 
financial situation of most of ; 
weaving mills is such that they wou 
be ready to surrender at any pric, 
among the larger and better organised 
mills there are many still paying thei, 
way easily and, due to the pronounced 
feeling of independence we have alluded 
to, many of them will prefer to remai; 
independent. The Corporation, more. 
over, will be more willing to pay 
higher price for these larger mills whe: 
it is on the lookout for weaving 
capacity, than to be satisfied with t! 
absorption of a number of small mills 
instead. Many of these latter, how- 
ever, will have to be gathered in as 
well; not only because some of 1! 
larger ones will be unobtainable 
first, but becausein the long run they wi 
be needed, as the 8,000,000 spindles a: 
only a beginning in the formation of th 
trust. It is said that there are 20,000,- 
000 spindles ready to be absorbed by 
the Corporation. Of course, when 
the number of spindles is increased, 
a proportionate number of loo 
will be required to maintain a syn- 
chronised production. ‘The necessary 
re-organisation and re-equipment 
many of the weaving mills for the 
new methods of production will neces- 
sarily be very costly, but here agai 
the support of the banks will carr 
the Corporation through. The feeling 
prevalent at the moment in Englan 
directly supported by the Bank 
England, is “‘a thorough clearance in 
every respect and no half-measures. 

In the finishing branch the choice 
works is fairly wide, as regards b 
capacity and equipment. Furt! 
economies can be effected by 
employment of one dye-works t 
yarns for three or four weaving 
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goods, instead of the ex- 
conomical practice of each 
¢ small quantities of yarn 
use. Even without the 
n, an efficient engineer prac- 
le methods of routing and 
effect great savings in 
coloured-goods mills, but 
with concentration, speciali- 
standardisation, and the 

nt of small-quantity produc- 
important economies will be 


cAiL 


important point also is that 
f vertical combination it will 
in the future for certain 
ills to supply the same weav- 
with yarn. The spinning 
their turn, by means of mass 
in America and an organisa- 
r there for the selection of their 
n, will find it easier to have at their 
a continual supply of uniform 
rial. Such spinning mills will 
able to suit their yarns in a 
iter degree to the demands of the 
‘s taking their products, thus 
a true balance between 
| costs of the yarns and plant 
in the weaving mills. Uni- 
yarns is very important for 
weaving process, and a want of it, 
thout the yarns being actually 
quality, often prevents the 
mill’s attaining its maximum 
especially in cases where 
i-skilled labour is obtainable. 
ity of yarns is also important 
ning uniformity of colour after 
diverse kinds of cotton and 
t yarns do not take the dyes 

me way. 
in the finishing industry (piece-goods 
bleaching and printing) uni- 
fabric is also a very impor- 
r, and by the concentration 
ed such ideals will be capable 


of realisation. In the future, the 
finishing plant will know what the 
special fabric of a special mill is, and 
will be able to rely on its more or less 
technical constancy, a very important 
factor in the organisation of production. 

The separate existence of the three 
branches of the industry need not pre- 
vent rationalisation of production, in 
view of the close agglomeration in the 
small area and the transport facilities 
and possibilities of communication. It 
will be easy for a central production 
management to review the whole field 
and keep the individual units up to 
the standard of efficiency; the managers 
of the various stages of production 
will easily be able to keep in touch; in 
fact, the conditions for the creation of 
good production organisation are very 
favourable indeed. 


Economies Effected by Concentration in 
the Weaving and Finishing Branches 
The economies which may be effected 

by rationalisation in the weaving 
branch vary a great deal according to 
the type of mill. In grey-goods mills 
with more than 1,500 looms and some 
200 looms to one kind of fabric, which 
is fairly rational, it would seem that 
not much more can be done. But by a 
better distribution of work, specialisa- 
tion can be carried still further; and a 
few of the smaller varieties can be 
dropped, orders for which are accepted 
now only under pressure of competition 
and as a result of the present organisa- 
tion of the trade. 

Another valuable advantage is to be 
obtained by close cooperation with 
one or two special spinning mills, espe- 
cially when automatic looms are em- 
ployed or the number of looms to one 
weaver is increased, both of which 
conditions demand a continual uni- 
formity of yarns. It may seem opti- 
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mistic, but itis not improbable that the for example, would not be aboy. 
aving here will be from 1% to14%on average of 134% in grey-goods 
the pri f the cloth. For the bigger duction and in the coloured goods , 
il] iking coloured goods, on a_ more than 214% to 34%. Theor 
ugh calculation one might reckon weaving mills, after being brought 
na 2% or 3% gain, and forthe mills of the level of the better class (the 200.9, 
700-loom capacity, now suffering from looms) might approach these figures . 
mall-quantity production,a4%oreven best, but no more than that; and in , 
5% gain. The gains are expressed in case it will take some time for them ; 
the price of the fabric, raw cotton cost- get that far. 
ing 20 dollar-cents. In such mills As regards the greater part of 


rationalisation might effect a saving German and French industries, } 
in the number of persons, where now ever, the case is very different. Ff 
too often a too large and relatively many reasons, such as their distribut; 
expensive staff has tobe employed. In _ over scattered areas and, as a rule. 
considering these figures, one must much less dense agglomeration, 
take into account full employment of organisation of production in thes 
the whole factory, great simplification countries is decidedly less rational th 
in the preparatory work, long warps, it is at present in England, so that t 
less changing of the type of cloth on gross figures quoted above represe: 
the loom, and a rising of the labour- truly the advantage to be obtained 
efficiency. wages and hours of labour, wit! 
Combined with the 114% saving on working efficiency of equal or negligi! 
the yarn price in the spinning mills, the inferior value, on the whole, German 
above-described saving on costs of and especially France, have 


i 


production in the weaving mills is greater support, but, in German) 
fairly encouraging. Letus call this the least, they are looking on with 
‘gross savings.” anxiety at the concentration in La 
It must not be forgotten, however, cashire and are wondering what 
that the big concerns in the U. S. A., effect will be on the export trade. 
Japan, Italy, and some other countries, Without being to blame for it, 
have been integrated for a long time finishing branch has suffered under t 
and already enjoy all the advantages of evils of lack of specialisation and 
specialisation and _ standardisation, many small orders, but these 
even without concentration. ‘Toacer- now be removed. There will be 
tain extent, therefore, one can only great advantage accruing in the blea 
speak of making up for a disadvantage, ing works, the present cost price being 
especially among the smaller coloured- based on normal full employment, bu 
goods mills, and not, as yet, of getting in those plants which dye and/or print 
ahead of competitors. Without confin- rationalisation will make a great diffe: 
ing all the advantages to those accruing ence. Economies of 4% on costs 
from the spinning mills and the 200,000 printed cloth would here be ver 
rational looms, one may neverthe- well possible. ‘But here again the gal! 
less expect most of them to come from as regards America and Japan is | 
this source at present; and the total than it seems, as the finishing industries 
net gain to be obtained by the proposed in those countries have already 
reforms, as regards Japan and America, benefit of specialisation and en] 
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With a corporation exploit- 
50 spindles and 200,000 
1 it, and the greatest 
inder one command in the 
ilisation and a continuity 
ity of materials can be 
rther, and a net gain of 
tainly be available under the 
. It is extremely difficult 
rures on the saving to be 
h a huge productive appa- 
it in all probability to be 
the Corporation. In 
ndustry nobody has as yet 
perience with amalgamations 
e, and the best one can do is 
elf what will be done by 
and base a rough calcu- 

at. 
ling industry in England is 
nised group and keeps its 
a certain level, and some 
recently blamed it for 
sonable profits while the 
e cotton industry in 
reply to this is, that 


by 


was 
Lhe 
ige dividends, earned even 
king at full plant capacity, 
vay extravagant if one takes 
business into account. The 
were between 8% and 10%, 
more than is necessary in 

, especially for printing works 
iny changes which have to 
the technical equipment 
any experiments which have 
ide. A rough calculation 
reover, that if a printing 
run without any profit, 
course absurd, the cost of a 
printer,” at 87 dollar-cents 
would be reduced by only 
when the printing works 
keep on running at full 
reduction of 4% will 
ssible, still leaving a margin 
ificient to assure the continu- 
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ation of the production in the long run. 
This economy will be relatively less 
for bleached shirting, amounting to 
scarcely 114%. 

Taking all the saving on the costs of 
production to be effected by concentra- 
tion together, one may say that in 
regard to well-organised industries, 
such as those of America, Japan, Italy 
and partly that of the Netherlands, the 
amounts in round figures are: 

Grey, unfinished cotton goods 194% 
Bleached cloth 

Piece-dyed cloth. . 

Cloth woven of dyed yarns 2 
Printed goods ‘ , 4 


—_ 


These figures refer to coarse fabrics 


and those in the lower half of the 
medium class. 
Japanese Competition in the Markets 


of the East 


The foregoing figures, which nomi- 
nally refer to production only, include 
already something of what remains 
to be realised through a better organi- 
sation of (collection and 
tribution), especially in the sections 
concerned with weaving yarn-dyed 
goods and the finishing processes. In 
order to secure a good and continual 
production, a continual orientation in 
is the first thing 


sales dis- 


every export market 
to be desired. 

The saving to be effected in the 
dificult to in 
will be more a question 


sales is very express 
figures. It 
of something quite different and better 
than that of “‘reduced expenses.” We 
shall return to this part of the rational- 
isation presently. As regards greater 
economy, however, the of 
collection and distribution can scarcely 
be more expensive than they are now 
from a general industrial standpoint. 
To mention one point only as regards 


distribution, Mr. Ellinger, in his book- 


methods 


231 


(percentageofthe Japanese price). One 
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let, 4 Case for a Guild of Shippers, everything depends on the width 
relates the fact that on one evening the gap to be bridged at present prices 
in one hotel at Shanghai there wereno and whether the savings we ha 
less than 42 salesmen from different indicated in our rough calculations w; 
Manchester houses. be sufficient to bridge it. | 
As far as future relations with the The gap is undeniably a wide oy, 
rival industries are concerned, and although sometimes there is a tendenc 
this is what matters most, in the East to gloss over this fact and to pretend 
Asiatic market one cannot expect to that the working methods of Europeay 
attain much more than Japan already industries and trade are the sole cays 
has done, namely, good direct sales- of their products’ being pushed 
manship in the market by one’s own’ of the market. If this were the case 
commercial house or by a closely the whole problem would be compara- 
allied organisation having offices on tively simple, at least as far as th 
the spot and warehouses for staple Netherlands industry is concerned, {o; 
goods. The enormous capacity for it is, on the whole, based on rationa 
production backing such a sales organ- methods, and some improvement 
isation would probably enable the the scale and methods of her t: 
Corporation to go still a little further organisation would be all that 
than the Japanese, and the Corpora- required. 
tion would also have the advantage The handicap in prices which Eng 
of being able to put a much larger land, and also the Netherlands, hav 
selection of goods on the market, to overcome is indeed great, and 
including the superior kinds. There real cause is to be found in the muc 
is a slight possibility also that the stock lower scale of wages and the | 
of the Corporation might be financed hours of labour in Japan. Even t! 
somewhat more cheaply than that of much higher efficiency of the Englis 
the Japanese. On the other hand, and of the Dutch workman cannot 
the marketing costs of the latter will compensate for this. The very much 
be lower, as the Japanese office clerks shorter hours of labour in Europ 
are content with far lower salaries constitute a great factor, and thi 
than the European employees. makes itself felt not only in the Jab 
With a fresh organisation in no costs per weight unit, but also to a 
way inferior to theirs, the difference in large extent in the indirect costs press- 
cannot, however, be so very ingon production. Such costs as these 
great; the decisive element in this weigh heavily in the cotton industr) 
field is hard work and efficient work as the building costs of the plant 
to secure sales and, above all, to secure especially for spinning, are very high. 
parts of the future increase in the ‘The cost prices we are alluding to ar 
total trade done. of course those of the coarser fabrics 
If the Corporation cannot obtain and of the simpler kinds in the 


costs 


any noticeable, direct financial advan- dium class; in short, the part of th 
tage in selling costs over the Japa- American section in which ground ! 
nese methods, it isclearthatanyeventu- been lost in the East Asiatic market 
ally lower cost prices in the market The conclusion about this differe! 


must be based on cheaper methods in price (of course known by e\ 


of production. And in this matter one in the trade) is based on two | 
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calculations of the differ- 
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thr 
111 ¢ 


sts of production—for ex- 


shirting made from yarns 
i.c. on the border line between 
medium cloth—in large, 
\bined spinning and weaving 
the latest type in Japan and 
rt of factory in Lancashire, 
m producing on a “‘rational”’ 
the above purpose also, 
rter hours of labour in Japan 
such as they became after 
1929, with the supposition 
ld weekly incomes were not to 
Further, it was supposed 
the Japanese and the English 
delivered direct to the Chinese 


ugh their 


own 


trading 


(hus for each individual fac- 
e circumstances were the same 
y will in all probability be in 


ir Tuture. 


Ci 


t 


sts on the Englis 
from concentration have, of 
yet been included; they 

ibtracted later. It h 
pposed that the average rate 
st paid by the English industry 
, and for the Japanese industry 


The saving on pro- 


h_ side 


as also 


ng these basic data altogether, one 
that the situation has been 
d too favourably for Japan. 
eless, the Japanese cost price 
then at leas 
ed in percentage of the Japanese 
production. 
a similar factory in Holland 
t differ materially from those 
e English industry. 
‘nformation received from insiders 
Their lengthy 


ay 


+ 
i 


Java markets. 


t geo% 


Simila 


lower, 


r cost 


nce was, that of late years the 
prices for this kind of cloth, 
market conditions, have 


Ey 


a 


level abc 


ut 14% 


under 


sland and the Netherlands 


yy AXwTS. 


A CTLITIQD I. 


fC YTY’T sik” 


(percentageofthe Japaneseprice). One 
large export firm in the Netherlands 
regarded even the above figure as some- 
what too low. 

Even if we neglect for a moment the 
difference between these figures, in any 
case they indicate something of the 
wide gulf separating the European 
and the Japanese industries. 

Now the difference in the figure 
arrived at by the calculation, which 
discounts the future to some extent, 
and that pronounced by market experts 
has really very little importance, since 
the lower one, 914%, is already bad 
enough. Some explanation is desir- 
able, however, if one wishes to have a 
correct view of the matter. In the 
first place, a sale price does not always 
say much about the cost price; the 
prices quoted f.o.b. Osaka for the same 
goods are often higher than the quota- 
tions in Java. Further, the reduction 
in the hours of labour in Japan have 
been taken into account, although they 
had not yet come into play when the 
insiders gave their information. We 
have also accepted a differentiation 
in rate of interest, although it is rather 
dubious whether these Japanese con- 
cerns really have to count on such; 
a well-known economist in Lancashire 
told us recently that there was no 
difference, or, if any, just the reverse. 
Fourthly, we have supposed a correct 
writing-off for the Japanese factories, 
making due allowance for the fact 
that the Japanese spinning mills soon 
will be working 104 hours a week; 
but the Dutch Consul de Roos reports 
that many firms in Japan write off 
much too little. Of course such a 
policy will avenge itself in due time, 
but before the end is reached years 
and years may pass, during which time 
these Japanese factories will have been 
working at lower prices still. One 
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has t uppose, moreover, that the 
statistics available as to wages and 
efficiency in Japan are correct. Part 

the difference (415%) between the 


two figures may be explained by the 


lower office charges, on account of 
the smallsalaries paid tonumbers of Jap- 
and Chinese office employees. 

However this may be, even if the 
Lancashire Cotton Corporation can 
same selling costs as Japan 


anese 


attain the 


now has, it will have to reckon on 
a difference in cost price on the market 
f at least 945%. These coarse and 
medium cotton goods still form the 


principal sales in the Eastern markets 
and, as so many groups of consumers 
the margin of 
these cheap goods are 


stand absolutely on 
consumption, 
likely to remain in that position for 
the present. 

Now the net saving, that is, the gain 
to be effected by concentration on 
industries already integrated and spe- 
cialised, to be made in the production 
of these unfinished 
more than 134%. On the most ordi- 


grey goods is no 


nary type of coloured goods (in East 
\sia these are mainly fabrics with warp 
stripes) the gain is 2% at most. One 
way or another there remains for the 
present a difference of 714% in the 
price; a very large figure for such staple 
articles and such wide-spread groups of 
customers with small buying powers. 
For fabrics dyed in the piece (heavy 
drills, etc.) the difference in price will 
also be 7'4%, while for fabrics with 
dyed yarns in warp and woof, in any 
case 6!'4% remains. As stated before, 
we are immediately prepared to admit 
that these total differences in price 
may amount to some few per cent more 
in the actual market; but leaving 
that out of the question, and on the 
basis of these maxima, we fail to under- 
stand how people in England can still 
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talk of a “‘recovery of the lost marke: 
in the Fast.” 

In the face of such figures as the 
going, unless indeed a drastic cha 
takes place in the present pro port: 
of wage rates and labour efficiency, ther 
can be no question of driving the Japan: 
and Chinese from these markets: nor 
meeting the Indian mills in their ow; 
country, where they are fairly we 
safeguarded, moreover, by an im 
duty of 11%. . 

This does not mean that Englan 
will not be able in the course of son 
years to do far better in the markets 
than she is doing at the present 
moment, but that is quite different fro: 
a lasting re-conquest of them entire) 








The Development of Other Markets tha 
Those of East Asia 

In the competition with Japan, India, 

the U. S. A. and, to a less degree px 

haps, Italy, England stands more firm! 

in proportion as the fabrics are of t 


finer and better qualities, both 
regards yarns as well as patterns, 
colours and finish. In view of tl 


great difficulties lying in wait in th 
East Asiatic markets, it would appea: 
only natural if the Corporation, whe: 
quite ready with its organisati 
should concentrate its efforts in tl 
first place on those markets where t! 
better classes of fabrics are in grea 
demand. ‘These are, for instance, Sout 
America, a few countries of the Nea 
East, some of the African markets 
and also some of those in Europe. [1 
the first place, there is the consider: 
tion that the cost prices of the compet! 
tors in these markets, viz., the U.S. A 
Italy, France, Holland, Belgium 
Germany, are much nearer their 
than those of Japan in East Asia, anc 
thus the saving possibly to be brough' 
about by concentration and rationalis: 


r 


ur? 


ter-class 


( 
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tion may offer a 
ipport. This is especially 


regards the industry in 


very 


Germany, where, generally 


oduction is not on strictly 


The full effect of the 
gs, given in our first 
will be felt here. 
consideration is, that an 


les organisation will exert 


t influence in the markets for 


What is 


mproved sales organisation 


2 ods. 


yrmation as to the demands 
arket, better 
branches of the industry 
erve the market, a thorough 
yperation in the field, the 
of wasteful competition 
sellers themselves and the 

effected by doing away 
ensuing small in 
rsion of the state of affairs 
h the English trade labours 
Such a reform 


cooperation 


( yrders i 


nt moment. 


wonderful consequences. 


ration including 8,500,000 
200,000 looms and a dozen 
hing plants, would be a 
power and might allow 
plendidly organised system 
n. A corporation of the 
and why should it be 


this even!) would have a 
capacity four times as big 
the whole Dutch industry. 
duce any kind of fabric, and 


a selection could serve any 


being that of the cotton market, and 
that risk can be covered by hedging. 
For a big concern such as the Lan- 
cashire Corporation, with its offices in 
Manchester and close relations with the 
cotton market in New York, efficient 
hedging is very simple. 

Such an organisation may prove a 
formidable danger even to those indus- 
tries in which, on the whole, the pro- 
duction stands on a fairly good rational 
basis, as in Italy and the Netherlands, 
and to a less degree in Belgium, where, 
however, a low rate of wages with a 
fairly good labour-efficiency lends some 
advantage. In South America much 
may be achieved if thorough attention 
is given to these markets by the pro- 
ducers themselves. 

The United States of America 
a rational system of production, but 
its trade organisation is like that of 
Holland, no better and no worse than 
that of any other country, that is to 
say, rather unsatisfactory. ‘They will 
feel very keenly the competition of a 
sales organisation such as the Lan- 
cashire Corporation is likely to set on 
foot to market its wares in South 
America. ‘The same may be of 
Italy in the Levant and Egypt. 

The industry which finds itself faced 
in a market such South America 
by a concern such as the Corporation 
is likely to be after a rational reorgani- 
sation, will not be able to maintain 
its position, even if its production costs 
are on the same level, unless it makes 


has 


said 


as 


drastic changes in its methods of selling; 
without that, it will get only a very 
small share of the business. ‘This 
is the position in which the U. S. A. and 
Holland will probably find themselves 
in the future. Moreover, in the 
matter of production costs only, if 
Lancashire carries out the vertical com- 
the the 


arket. ‘This would make it 
le to have Corporation offices 
re and, if needed, to maintain 
warehouses near the 
hemselves. The aid of the 

would make this possible. 
no great risk attendant on 
stocks of not 
on fashion, the only risk 


in 


CKS 


iarge 


eC ¢ »d S 


bination and rationalisation, 





284 HARVARD BUSINESS REVIEW 
Corporation will produce at slightly surrounding such an effort, if the Dutc) 
lower costs than individual factories industry is not to be driven from thes 
in Holland. But to remain behind in markets by the Lancashire C tt : 
sales organisation is far worse. Some Corporation, should the latter succes: 
individual concerns can perhaps main- in organising its output and sales 
tain offices of their own in these mar- is to be expected from such a | 
kets, but the absence of a large selection trust. 
of fabrics remains as a drawback and The possible expansion of Lanca- 
the costs are rather high. shire’s trade in all the markets abov. 
If the concentration of the industry mentioned, including also those 
is successfully completed and put into Europe, _ will, however, be suf 
operation, the only counter-move for cient only to provide it more breathing 
Holland on the chessboard is a union of space for a few years and no 
all big producers forexportinthecotton than that. The final solution of ¢ 
industry in order to work the markets _ problem of a chronic need of larger sa) 
in unity. In a market where none for an industry owning 57,000,00c 
of them has its own organisation, the spindles, with 80% of the productio 
existence of old interests and good-will being destined for export, is not to be 
appropriated by single firms would foundinthis manner. Inthe first plac 
offer no hindrances. industries such as those of America, 
A common sales organisation in cer- of Italy and of Holland will put up a 
tain defined markets would in no way fight; and then, supposing even 
affect the independence of any firm Lancashire makes progress to a larg 
in the industry. Such independence extent, the increase of exports to thes 
may be considered still desirable for markets, even in the most favourabl 
the present, as itis one of the conditions circumstances, is comparatively limited 
favourable to the elasticity, the adapta- inits possibilities. ‘The principal coun- 
bility of the industry, to which qualities tries of Europe all have a textil 
it owes its very existence. Nobody industry of their own; in proportion t 
will deny that in itself it is highly their population and buying power the} 
desirable to pay good wages, to have do not import large quantities of cot- 
reasonably short hours of labour and ton goods, at least not large when 
good social regulations, but it is also one considers the huge production- 
impossible to deny that the Dutch capacity of the English industry. And 
industry is severely handicapped by as concerns South America, Africa 
its very high rate of wages and its and Australia, the reader will remembe! 
high indirect costs, as well as by the the export figures of these “other” 
limitations imposed by legal restric- countries in proportion to those 
tions. It is solely owing to its large East Asia; all of them together impor 
measure of adaptability, coupled with perhaps 40% of the quantity absorbec 
a fairly advanced state of rational- by that one market alone.? Mor 


isation, that it has survived in the in most of these “other” markets 
struggle for existence under such trying England has already far the largest 
circumstances. share of the import trade as it li 


We repeat, therefore, that a common = short, with the best will in the 
sales organisation will have to be * See table, page 186 Mabwans Domne 
created, in spite of all the difficulties January, 1930. 
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cannot make any great 
the percentage it already 
ight appreciation of any 
rket, there are two factors 
tance, namely, the possi- 

e increase in consumption 

f the population and the 
ncrease or decrease of the 
Of course the number 
pulation at the actual time 
ary importance in gauging 
onsumption in the nearest 
Now the consumption in all 
er” markets is on the in- 
as many of them already 
fairly consolidated eco- 
litions, the increase no longer 
aps and bounds. ‘The whole 
\merica, to which we are 
referring here, has a popula- 
70 millions only. In Africa 
still great possibilities of 
consumption of goods, but 
angeable commodities, chiefly 
palm oil, do not give them 
purchasing power, while the 
ilation is only about 134 
nd the rise in consumption 
as that of East Asia with a 
of some 870 millions, not 


lapan. 


East Asiatic Markets 
eatest of all export markets 
be in the near future East 
if Lancashire is to restore 
anything approaching the 
tandard it must sell the 
part of its output in that 


have seen, the conditions in 
ket offer the greatest difficul- 
still there remains much to 
ed. We have not in mind 
an increase of sales in the 


years, although they may and 





Ww 


can increase, as the maintenance of a 
good market in the future; and this 
latter will chiefly depend on the quality 
of the trade organisation. 

There are two movements in the 
consumption of cotton goods in East 
Asia which offer some hope, namely, 
the increase in quantities and a gradual 
improvement in the quality demanded. 
The growth of the population, the 
economic development which opens up 
fresh fields and widens some of the 
old ones, as well as increasing welfare, 
are the governing causes. Even in 
China, rent by civil war and all its 
devastating consequences for the last ten 
years, the consumption has increased 
by more than 30% since 1914! Eco- 
nomic developments take place with 
far greater speed than formerly, now 
that the organisation of a motor trans- 
port system takes only as many months 
to accomplish as it used to take years 
to build a railway line. Potential 
consumption in China, with its 420,000,- 
000 inhabitants, cannot be denied, 
and if the use of cotton goods, now 
only 234 pounds a head, were to 
increase to 6 pounds a head, it would 
absorb the production of 10,000,000 
spindles working 52 hours a week. A 
consumption of 6 pounds of cotton 
goods per capita in such a Jand as China 
is, moreover, extremely moderate. It 
is much less than that of the Balkan 
countries, where large quantities of 
woolen fabrics are used in addition, 
and is still less than 19% of that of the 
U. S. A. China is rich in resources, 
the people are intelligent, industrious 
and sober. As soon as quietude and 
stabilisation return, with modern means 
of transport, only a few years are 
needed to show speedy economic devel- 
opments such as will render a large 
increase in consumption of cotton 
fabrics possible. 
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It is far easier for an established, 


well-organised industry to secure a 


good share of an increasing trade, 
than to drive a rival industry from 
there is an almost 
character 


very 


a market where 


unchanging quantity and 


of consumption. ‘The cases are 
different. With a first-class sales organ- 
isation something may still be done for 
a time, even in the coarse-goods market; 
the keeping of stocks and the giving 
of credit are important factors. Not 
that the Corporation would be able 
to make profits in this coarse-goods class, 
not with the wages 
and hours of labour; it would have to 


at least present 


look upon such sales as methods of 
reducing overhead expense and as fore- 
runners of a better class of goods, even 
in those markets where the lower class 
of goods is the only thing salable at the 
moment. In China, where lies hidden 
such enormous potential buying power, 
which at any moment may quickly 
come into action, there is always the 
possibility of an increase in the de- 
mand which the industries of Japan 
China powerless to 
meet for a time; such an 
would present the Corporation with 
its production of the 


and would be 


occasion 


periods when 
coarse fabrics would be well worth while 
again. As regards the immediate fu- 
ture, it is quite possible that the trust, 


in order to gain a footing once more 


in every market, may temporarily 
force the sales of coarse goods. As 


far as we can the Corporation is 
well able financially to do such a thing. 
Sut that Lancashire can permanently 


see, 


hold its own in this section of the mar- 


ket appears to us an impossibility, 
at least unless some considerable change 
takes place in the relative conditions 
of wage rates, labour efhciency and 


hours of labour, including number of 


hifts, in the countries concerned. 
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In the class of fabrics wove; 
medium yarns, especially whe; 
complicated by pattern, colours 
finish, the chances are better. Ja, 
also produces this 
with perhaps some exceptions. 
cheaply on the whole than Lan 
but the difference in price 
much less, if discernible at all. 1 
same may be said in general as 
Indian industry. It is here 
rational organisation of the sales 
adapted to the peculiarities 
markets, would throw a decisive weieg 
into the scale. Such an improvement E 
in methods is badly wanted 
where muc! 


class of 


Indian markets, 
might be done than at present 
case. 

But Lancashire will have 
hard for its priority as the trai 
and skill of Japanese labour 1m 
if it wants to keep a share 
market. 

Moreover, whether it will be p 
to maintain a footing in this fi 
remains doubtful, to say the least, unk 
a change is brought about in | 
costs and above all in the tota’ 
of labour. At present Japan 
not be able to supply the whole 
market with all these classes of g 
even if its labour were as ski 
the European, for the simpli 
that its industrial capacity 1s 
large enough. But 
perhaps driven to do so by C 


\ 


" 


sooner 





competition in the coarse tabs 
Japanese industry will begin to s; 
ise in the finer types of fabri 
margin of profit is larger in thi 





while the item of labour 
proportionately larger in 1 
cost price; the advantage 





labour which Japan has ove! 
still more in its 


than it is in the lower class 


is, therefore, 
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and is only waiting 


; tral 1ed sufficiently skilled 


vel 
y 


I 
ld 
Puiu 


1 


be foolish to suppose 


years will pass before this 
Without any doubt 
skilled labour is already 


ned. 


eG, <€s 


he labour is recruited 


pecially 


in 


country 


ighbourhood and therefore 
in the industry for 


itedly 


time. 


, 
on ¢ 


al 


eS 


DY 


medium, some 


t 
| 


\ 


tne 


small 
inds is already sufficient, 


“ 


percentage 


same movement, 


>- 


years 


the cotton industry 


of the U. S. A. 


have already been held 


hire, although not under the 
the Corporation, to discuss 


hanges in labour conditions, 


cxample, t 


Te 


ad Ul 


+ 


he 


four by 


one 


service of eight 


weaver 


system of two shifts of 48 
The former 


tead of one shift. 


proposals 


would 


ot 


course 


labour costs considerably, and 
measure would reduce the 


nd 
LU 


osts. 


he 


first 


measure 


1S 


important and perhaps easier 
luce than the second, in view 
aintenance of the quality of 


and thereby of the cloth. 


As 


of fact, in America we have 
eight-loom system in practice 


except 


where 


automatic 


were employed, and often with 
hands than Lancashire can 


{ 


aking into account a some- 
ther weekly income, slightly 
somewhat slower speed 

and somewhat lower 

ugh calculation shows 

vanti ges accruing from this 


e far exceed the whole net 


tne ci 


luction 


costs 


ncentration 


Ire 
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to be 
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If these changes are carried out in 
Lancashire, then other will 
have to be adopted also in the Dutch 
industry. But they are very reticent 
on the matter in England; it has only 
and when the 


methods 


been mentioned once, 
writer was in Lancashire last spring, 
he could obtain very little information 
on the subject. One must, however, 
be on the look-out for surprises, for it 
would seem as if there may be some 
impending changes in the attitude of 
the trade unions. A system of eight 
looms to one weaver and two shifts of 
48 hours in the week in Lancashire 
would completely alter the whole aspect 
as regards Japanese competition. But 
we fear that it would help only tem- 
porarily, for sooner later Japan 
would follow suit, having a sufficient 
number of skilled work-people to put 
them to eight looms also, and then the 
old difference in the of wages 
would make itself felt again. 

These changes in labour conditions 
are, however, only contemplated as 


or 


scale 


yet, whilst concentration is a reality 
therefore highly 
then confine our- 
possibie conse- 
of the 


rationalisation 

Let us 

the direct 
the establishment 


and 
probable. 
to 
quences of 
Corporation. 


selves 


Conclusion 


In the foregoing survey of the con- 
centration plans in the English cotton 
industry, and more especially as regards 
in 


the conclusions we have drawn 
connection with the consequences en- 
tailed in the competing industries, we 


cannot over-emphasize the point that 


we have based our arguments on a 
premise which appears self evident, 
but is, nevertheless, nothing but a 


have yosed that a 


We 


great vertical combination or, at least, 


SUP} 


premise. 


7 
ciose 


.y 
+ | 
WI1Li 


concentrations 


horizontal 
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interlocking are about to be formed in 
Lancashire, with synchronised produc- 
tion and an efficient sales organisation. 
Should this, in one form or another, not 
should some 
(collection 


even 
re-organisation of selling 
and distribution) not be effected, the 


be successful, or 


present situation as regards interna- 
tional competition will undergo very 
little change. But however slight the 
improvement in England may be, it 
will not make matters any easier for 
her c mpetitors. 

Any change in the markets cannot 
be expected very soon. ‘The absorp- 
tion of existing concerns and the fol- 
production 
three 


re-organisation of 
and of take 
years may well elapse before the Lan- 
cashire Cotton Corporation gets into 
full swing. 

In re-organising sales, Lancashire will 
undoubtedly go to work with circum- 
spection. The matter is not simple, 
and in the interests of the industry as 
a whole, care will have to be exercised 


lowing 


sales. will time; 


during re-organisation to keep all the 
channels of distribution open. ‘This 
point has been mentioned before, but 
it should be kept well in mind in esti- 
mating the time the 
execution of the Corporation’s plans. 


necessary for 





One may be sure that the experie; 
of many of the great commercial hove, 
in special markets, their good na; A 
and the good-will they enjoy in ma; 
overseas fields of commerce wil! 
carefully retained. It seems only na; 
ral, therefore, that sooner or later. 
cooperation with the Corporation, . 
combination of these great commer 
houses will be formed, or that thy 4 
Corporation will take over some of th 
leading ones; an idea anticipated 
1917 by Mr. B. Ellinger, the well-know; 
Manchester merchant and economist 
Considering the preference giver 
England, and especially in Lancashir 
to horizontal concentrations with inter- 
locking, rather than to 
vertical concentration, it would seer 
more probable that the former c 
will be selected. However that maj 
be, one may be sure that no trum 
card will be wasted in the game. 
experiences of American textile trusts, 
such as the New England Cotton Yar 
Company, the Cotton Duck Consolida- 
tion and the Cordage Consolidation, 
where bad mistakes were made in this 
respect and had to be paid fo 
dearly, will be perfectly well kn 
in Lancashire and taken as salutary 
warnings. 


one 








Al 





) 
\ 


I: 





FOREIGN SECURITIES UNDERVALUED 
IN THE AMERICAN MARKET? 
By GEORGE MUCHNIC 


ient intervals there appear, 
various financial journals, 
ments to the effect that 
lrities are undervalued in the 
markets. This assertion is 
ade in conjunction with a 
ss forceful attack upon 
nvestors, who are thereby 
leficient in “‘international- 
Several apologists have 
lertaken a defense of Ameri- 
rs, not by denying the 
egation, but by attempting 
why such conditions exist. 


point to the fact that 


the World War we were a 


n; that as a result of 
nn, few foreign issues were 


n New York, and they conclude 


( 


lal! 


ryt 


American investors are new 
ing risks contingent upon 
in foreign lands, they are 
verly conservative. Hence, 

foreign obligations must 


liscount in America as com- 


t 


n nor to exonerate American 


the prices which they 
n Europe. 
se of this article is neither 


It is simply to determine 
not sufficient grounds exist 


aim that foreign securities 


rvalued in our domestic mar- 


this aim in view, a repre- 
group of bonds has been 
ind = =examined. Common 


1 not be included because, if 


sue were quoted on more 
exchange, there would be 


- between the two exchanges 


and the prices of such common stocks 
would not necessarily reflect the ability 
of either market independently to eval- 
uate the risks involved. If similar 
common stocks were compared, instead 
of absolutely identical issues, no defi- 
nite conclusions could be drawn, since 
the risks and prospects could not be 
accurately evaluated and compared. 
Method of Comparison 

Each bond selected has a _ ready 
market, both in London and in New 
York, and is listed on both exchanges. 
In all cases, the same rate of interest, 
call date, call price, security, and 
maturity date characterize the British 
and American issues. Sinking-fund 
requirements are either absolutely iden- 
tical or are practically so. ‘These re- 
strictions practically limited the choice 
of bonds to those of various govern- 
ments, both national and municipal. 

Since the bonds quoted in London 
and New York are identical, they are, 
of course, directly comparable. No 
arbitrage is, however, possible between 
the British and American portions 
of any one issue, because the former 
are sterling bonds whereas the latter 
are dollar bonds. ‘Therefore, barring 
any possible support which the selling 
syndicates may be affording their offer- 
ings in the two markets, a comparison 
of the market prices of the various 
issues in both markets should provide 
grounds for either proving or dis- 
proving the allegation of undervalua- 
tion. It is a well-known fact that 
British syndicates do not support the 


¥ 
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market on their offerings, although 
this practice is weil-nigh universal in 
America. However, such support as 
is lent by a syndicate to one of its own 
issues seldom extends for a period of 
more than a few months after the 
public offering of the issue has been 
made. Since most of the issues ex- 
amined below were offered long before 
January, 1928, which is the first month 
covered by this study, any possible 
error from this source, in the case of 
such issues, is wholly eliminated. For 
the few issues which were brought out 
to or during the period 


just prior 
examined, the error due to market 
support is no doubt present. Its sig- 


nificance is minimized, however, by the 
fact that the entire period covers 
twenty-four months, whereas any such 
support as may have been afforded 
any individual security probably did 
not affect the market price in more 
than three months. 

The prices used in the accompanying 
tables are the average of the bid and 
asked prices at 11 o’clock A.M. on 
the New York Stock Exchange, and 
the average between the high and low 
prices at which actual were 
consummated during the same day 
on the London stock exchange. ‘The 
reason for this apparent discrepancy 
in the procedure lies in the differences 
in the methods of doing business on the 
two exchanges. In New York, the 
bid and asked prices represent, respec- 
tively, what a seller might obtain for 
his security and what a buyer must 
pay for it if he wishes to do business 
at that particular moment. ‘These 
quotations represent the highest avail- 
able bid at the time and the lowest 
declared asking price as secured from all 
interested brokers. In London, how- 
ever, the discrepancy between the bid 
and asked prices is usually far wider 


sales 
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and does not necessarily represent ; 
highest bid and lowest asked price , 
the time, as represented by acty, 
supply and demand, because the British 
brokers are compelled to execute thei, 
orders through a specialist, called a job. 
ber, who quotes the bid and asked prices 
before knowing whether the broker } 
going to offer securities for sale to hin 
or is about to conclude a purchase. 
This specialist makes a living on ¢/ 
spread between the bid and asked 
prices which he quotes, and hence 
this spread is generally far wider and 
has not the same significance as th, 
bid and asked prices obtained in 
absolutely free market such as exist: 
in New York. 

It may perhaps appear that, { 
true comparison of London and New 
York quotations, a correction based 
upon the sterling exchange rate must 
first be applied to either set of quote- 
tions and thus bring them to the sam 
basis. This, however, is unnecessary, 
and if it were done would give mislea¢- 
ing results. The British investor i 
required to pay sterling for a bond 
which promises to repay him at som 
future date in the same currency 
He is therefore not concerned with 
the possibility of purchasing dollars 
with his money and then using thes 
dollars to acquire the same obligation 
of the same country payable in dollars 
at maturity. He has not the option oi 
purchasing a sterling obligation wit! 
dollars, nor is the American investor 
able to purchase a dollar obligation 
with pound sterling. So long as bot 
countries remain on a gold basis, or s 
long as the bonds are gold bonds, 
such a procedure would merely repre- 
sent a long-term speculation in foreig 
exchange, coupled with the actua 
security transaction. 






















Since no direct 
arbitraging is possible, the temptatio! 





\RE FOREIGN SECURITIES UNDERVALUED 291 


antage of exchange fluctua- 
nimized, and hence is not 


Li 


either market. 
admitted that 
of values is possible, since 
tutional investors may well 


‘ 
vy) 


purchase 


sterling 
exchange is particularly 


the quoted price of the 


It must, of 
a certain 


bonds 


such purchases, or dollar 
no such exchange advan- 
- but there is no direct means 
ating what the strength of 
ncy might be at any time, 
} actual method of correct- 
may be applied to the 
the condi- 
ned, the exchange rates may 


Sin 


ce, 


only 
between the gold points, the 
of such transactions is probably 


and 


prices of securities. 


under 


the very 


narrow 


wholly insufficient to 


It may 


| that there is a very distinct 
narrow the present margin 
the gold points, as faster and 
n transportation is continually 


nh 


(Any 
ny 


+ 
t 


ng available for specie shipments. 


‘y, small as it is, is there- 
to diminish further in the 


toward 


such 


possible tendency that 


arbitraging 


es, is lessened by the 1% stamp 


ed upon all foreign owners of 


whose coupons are payable in 


i, and by the cost of the cable, 
insurance charges involved 
transactions, which generally 
to an additional 0.2 %. 
ondon and New York markets 


} 


Ais 


other 
be considered and if possi- 
isted before a comparison may 

Bonds sold in New York 


| exclusive of accrued interest, 


tT 
if 


Tr 


) 
11¢€ 


significant 


sales 


price 


plus 


respects, 


understood that the buyer 


any 


accrued interest to date. No _ such 
understanding exists in London, where 
bond quotations are “flat’’; that is, 
the quotation includes the accrued 
interest. For this reason, each British 
quotation in the accompanying table 
has been corrected for the accrued 
interest to date, in order to make it 
comparable to the New York quotation 
with which it is being compared. At- 
tention is called to the fact that no such 
correction was applied to the Chinese 
Railway bonds or to the Mexican 
bonds, for the reason that these two 
issues are sold flat in New York as well 
as in London. 

Another significant difference, for 
which, unfortunately, no exact cor- 
rection may be made, but which 
undoubtedly has an effect on the respec- 
tive quotations in the two countries, is 
that cash must be paid for the bonds 
purchased in New York on the day 
following the day of purchase. In 
London, however, since settlements 
are made but twice a month, it is 
possible for a purchaser of securities 
to deposit only a small amount of mar- 
gin with his broker, which merely 
serves to protect him against any 
loss and also serves as a guarantee of 
full payment on the settlement date. 
Since the amount of money so depos- 
ited is far less than the ordinary 
margin requirements of American bro- 
kers, and since no interest is required 
on the balance, this arrangement makes 
speculation in bonds far cheaper in 
London than in New York, and hence 
would have a tendency to broaden 
the demand and to raise prices. Fur- 
thermore, a mechanism has been set up 
in London whereby it is possible to 
avoid making payment or delivery 
of bonds on the settlement date, so 
that commitments may be carried 
over for long periods of time. If for 
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these reasons speculation were indulged 
in to any great extent on the London 
Exchange, this factor would undoubt- 
edly have a material effect upon British 
bond quotations. However, the Brit- 
ish public is not given to speculation 
to anything like the extent to which 
the people of this country are, and 
hence, although this factor should be 
noted, it need not be given undue 
weight. There is absolutely no defi- 
nite means of correcting the quotations 
for the possible effect of any such 
speculation. 

The difference in the cost of effecting 
a purchase or a sale between the two 
exchanges is so small as to be practically 
negligible. In the United States, a 
brokerage of $2 per $1,000 of par 
value represents the total cost of any 
one transaction. In London, on gov- 
ernment securities, the brokerage 
charge for a similar transaction amounts 
to 1,% of the market price at which 
the transaction takes place, to which 
cost must be added a contract stamp 
of 1 shilling on a bond selling from 
£fioo to £500. ‘Thus, the total cost 
of the transaction in London would be 
equivalent to $1.49 for a bond whose 
purchase or sale would necessitate 
the expenditure of $2 in New York. 
The difference, even when doubled 
to allow for both purchase and sale, is 
than a variation of 14% in the 
quoted price, and therefore may be 
neglected in our computations. It 
should be noted that for purchases of 
amounts larger than $1,000, or when 
the market price is far below par, asome- 
what larger saving may be effected on 
the London exchange than on the New 
York exchange. 

The quotations presented were those 
obtained on the tenth day of each 
month during 1928 and 1929. It was 
felt that by choosing such a time, 


less 
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neither market would probably be jp 
any temporarily abnormal condition, 
such as might prevail at a month end 
or at the middle of the month. 

Although in preparing the accom. 
panying tables more than thirty securi- 
ties were at first selected at random from 
a list of bonds quoted in both markets. 
for various reasons it was found that 
many of them could not be included jp 
this study, because they were not strictly 
comparable to the corresponding Brit- 
ish issues. ‘The bonds of the State of 
Parma and those of Minas Geraes 
were, for example, excluded solely on 
the ground that during the major 
portion of 1928 they were quoted on 
the Curb Exchange in New York, and 
did not therefore enjoy the same type 
of market as is accorded the “Big 
Board” securities. Other issues had 
to be excluded because of varying ca! 
dates or call prices, radically different 
sinking-fund requirements, or similar 
reasons. ‘The fourteen securities re- 
maining are considered a fair and 
representative, though not fully exhaus- 
tive, sample of foreign securities 
adapted to this study. 


Results 


The accompanying tables indicat 
that after the accrued interest correc- 
tion has been applied to the London 
prices, four of the fourteen issues 
examined commanded definitely higher 
prices in New York, over the entir 
period considered, than in London. Tw 
issues were consistently higher in New 
York during 1928 and consistently lower 
during 1929. The eight remaining 
issues were noticeably and consistentl} 
higher in London than in New York. 

Even a cursory inspection of the 
data presented makes it apparent, 
therefore, that not all foreign securities 


mar 


are undervalued in the American ma! 
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ket. The American investor merely 
evaluates somewhat differently than 
the European investor the risks exist- 
ing in specific countries. For example, 
investors in the United States seem 
to express more faith in Czechoslovak- 
ian securities, as exemplified by that 
country’s class ““A”’ 8’s of 1922-1951, 
and the city of Prague’s 714’s of 
1922-1952, than do the British inves- 
tors. However, we do not have the 
same faith in Greece that is apparent 
in England. We also express greater 
faith in Hungary and the Dutch East 
Indies than do British investors, but 
apparently fail to appreciate as fully 
the virtues of Italy and Japan. In 
spite of, or perhaps because of, the fact 
that our relations with Mexico and 
Brazil are supposed to be more intimate 
than those of Britain, the securities of 
these countries sell at a greater discount 
in New York than they do in London. 
We fully appreciated the value of 
Belgian securities during 1929, as is 
witnessed by the fact that our appraisal 
of their obligations differed from that 
of Great Britain by less than the 
normal trading range; although this 
was not true in 1928. China does not 
seem able to lure American investors’ 
savings at rates which are sufficient 
to draw British funds. 

[It therefore appears that, in spite 
of the fact that the majority of issues 
examined appear to enjoy a more 
favorable market in London than they 
do in New York, any sweeping allega- 
tion to the effect that foreign securities 
are undervalued in our domestic mar- 
kets is wholly unfounded. It must be 
borne in mind in this connection that 
all the various factors which were 
previously discussed, and for which 
corrections could not be made in the 
presentation of these tables, were con- 


Each 


ducive to higher prices abroad. 





individual factor was shown to by 
comparatively small, but in the appre. 
gate they probably account for , 
substantial amount of the difference 
between the London and New Yor 
quotations. It is not, therefore, sy. 
prising that fully eight of the fourtee 
issues examined commanded highe; 
prices in London than in New York 
during the period under examination, 
Aside from the factors just presented, 
it must be recalled that during this 
period there has been a far more wide- 
spread attraction toward equity secv- 
rities in New York than was experienced 
in London. ‘This condition is admir- 
ably illustrated by the analysis in 7h: 
Economist of November 23, 1929, i: 
which the author shows that 15 premier 
British stocks were then selling to yield 
6.48% and were enjoying an earnings 
yield of 8.07%, whereas 15 America: 
stocks, carefully chosen to represent as 
fully as possible similar fundamenta 
industries, were selling to yield 4.29' 
and had an earnings yield of only 7.31% 
This fact tends to indicate that 
recent craze for stocks, which wa 
wide-spread in New York, had 


created a similar condition in the Lon- 


don market. It is, therefore, high!) 
probable that the higher London qu 
tations on the majority of the bond 


a 


examined were not due solely to an) 


failure on the part of American inves 


tors properly to appraise internation 
risks, but rather represented a result 
of their preference for all equities, 4 
opposed to all fixed income obligations 
In the light of these considerations, !! 
would appear that American investor 
appraise foreign risks most leniently, 
since in spite of ali the factors working 
to depress the New York market, * 
compared with London, over 40°, 


the securities examined were not so & 


Whereas the United St 


pressed. 








lex, prepared by the Standard 
Reon. Satistics Company, declined by 5.64% 
for ‘om its high of March 1928, to its low 
mber 1929, a similar index of 


vy Yor listed on the London exchange 
ey jeclined but 3.5%. The somewhat 
urtee: re rapid easing in the closing months 
highe, ; 1929, which may be observed in the 
v York New York quotations, as compared 


tior vi London prices, is not, therefore, 
sented jue to any discrimination against for- 
is as such, but merely reflects 
sual weakness of the New York 
irket during that period. 


Conclusions 


light of all these facts, it be- 
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comes apparent that there is no under- 
valuation of foreign securities, as such, 
in the American markets. Some for- 
eign issues, in spite of the comparatively 
greater depression in our bond market 
than abroad, command higher prices 
than do identical issues in London. 
Other foreign offerings apparently do 
little more than reflect the unfavorable 
condition of the bond market here as a 
whole. Surely, it can not be said in the 
light of these facts that American inves- 
tors are not “internationally-minded”’ 
and that there is, as a result of this 
grave deficiency, a real and permanent 
undervaluation of foreign securities in 
the United States. 





THE PRESENT SITUATION IN THE SOUTHERN 
TEXTILE INDUSTRY 


By BROADUS MITCHELL 


OME would have it that the 
industrial South is being born. I 
prefer to present it as in adoles- 

cence. Industry in this section had 
its inception in the eighties and nineties, 
flourished through a quick youth, and 
is now in the difficult years preceding 
maturity. It possesses important in- 
herited characteristics and it may have 
certain ‘‘foetal memories”’ that help to 
explain its present disturbed state. 
But, by and large, vexatious behavior 
did not make its appearance until 
recently, after the depression which 
followed the Armistice. 


The New South 


I have tried elsewhere to trace the 


beginnings of industry in the South 


after the Reconstruction Period. This 
turned out to be a straightforward 
story of progress at a gratifying pace. 
There were elements, to be sure, which 
one labeled as requiring adjudication 
some day—child labor, long hours, the 
extreme paternalism of the company- 
owned mill village, the deafness of 
Southern legislatures to the call for 
restrictive regulation. But the need 
of the impoverished South was for 
opportunity to work, and the benison 
of creativeness was poured over all. 

For a period the cotton-manufactur- 
ing industries in the North and the 
South (we may neglect the rest of the 
country) developed prosperously side 
by side; they were, however, more or 
less distinct in products, markets and 
labor management. But now that the 
slack in the rope is being taken up, 
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and margins of profit have dwindled 
or disappeared, perplexities and cop. 
flicts arise. These apply both within 
the South, and as between North and 
South. Progress of the cotton-mil| 
South has brought it to the van of the 
marching column, where it must catch 
step with the North and, indeed, with 
the rest of the textile world, or there 
will be confusion out of which a new 
tactic must be evolved. The eyes of 
the country are now on the South 
because of the fifteen strikes, three of 
them of major proportions, which have 
occurred there in the last ten months. 
There have been the usual accompani- 
ments of violent industrial difference— 
picket lines, denial of civil liberties, 
calling out of troops, evictions, floggings, 
killings, trials, sentences, exaggerated 
abuse on both sides. But in the 
suddenness of the flare-up, the speed 
with which the flame spread to new 
places, the eagerness to berate the 
South from without and the evident 
astonishment within it, even the casual 
observer is persuaded of novelty. 
First of all, the South has scarcely 
begun to realize what is happening to 
it economically. The pace of its indus- 
trial advance, particularly in the cotton 
manufacture, has been breath snatch- 
ing. Between 1925 and 1927, the latest 
years for which there are government 
census figures, the cotton-growing states 
increased the number of their cotton 
mills from 809 to 834; they had in 1927 
almost 62% of the total number 
establishments in the country. 1! 
number of wage earners in these t' 








Ail] 





vears increased from 246,974 to 281,390, 
‘from 65.5% to 60.2 % of the country’s 
al. The value of their products 
leclined from $929, 107,000 to $900,- 
627,000, but the value declined more in 
re rest of the country, so that the 
ercentage of the value belonging to the 
ton-growing states increased in two 
ars from 54.2% to 57.5%. These 
; were mostly at the expense of New 
gland, which lost 30 establishments 
and 9,312 wage earners, and declined in 
lue of product from $607,925,000 
$519,219,000, or from 35.5% to 
:3.1% of the country’s total. 
North Carolina, the leading cotton- 
nufacturing state in the South, long 
passed Massachusetts, the leading 
state in the North, in number of 
stablishments, and now has far more 
than twice as many individual mills; 
but it was only recently, between 1925 
1927, that Massachusetts lost 
ipremacy to North Carolina in number 
f wage earners and in valueof products: 
\lassachusetts dropped from 96,182 
workers to 90,875, while North Carolina 
mounted from 84,139 to 95,786; and 
while the value of products of Mass- 
achusetts fell from 20.2% to 18.2% of 
total of the country, those of 
North Carolina advanced from 18.4% 
to 19.8%. 
In the face of all this, the South’s 
tundamental reaction is surprise, and 
sely linked with this are resentful- 
ess of criticism and pleasure at the 
new-found material sufficiency. Mr. 
Paul Blanshard has said aptly that the 
South at this juncture is laboring under 
and obfuscation of the 
victory mind.” ‘The whole attitude of 
ne section reaches back to the agri- 
tural South of slavery, the fighting 
South of the Civil War, and the 
hed South of Reconstruction. 
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The Basis of the Present Situation 

Agriculture meant a static economic 
tradition. From the introduction of 
the cotton gin until 1880 the South 
admitted, broadly speaking, no new 
forms of economic effort. The early 
part of this period witnessed the gradual 
decay of small and varied manufactures, 
followed not long afterwards by dis- 
appearance of the last organized pro- 
tests against negro slavery. In the 
late forties there were courageous at- 
tempts to inaugurate manufactures as a 
partial offset to cotton culture, and a 
number of large yarn and cloth mills 
were established, but most of them 
languished. Anything requiring even 
the least amount of fabrication was apt 
to be procured from the North. Not 
only was it accepted that manufactures 
would not succeed in a plantation 
economy, but it was held that industry 
was inimical to the interests of slavery. 
Manufactures would import a senti- 
ment favorable to a protective tariff, 
would divert capital and enterprise 
from acquisition of more lands and 
negroes, and would set before the slaves 
the dangerous example of whole com- 
munities of poor men living by wages. 
It was recognized that manufactures 
represented a potential bond with the 
North, and this was shunned. 

From this exclusive devotion to 
agriculture flowed poverty, a scattered 
and shifting population, ignorance, and 
a lack of participation of the majority 
of the people in social determinations, 
whether economic or political. There 
were purple patches of wealth in the 
hands of great planters or merchants, 
but their good fortune, materially or 
culturally, was not shared with the 
mass of the people. ‘Their money was 
invested in an extension of the planta- 
tion system, or drew interest in the 
North and West. Most men had not 
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the means to turn about, even had a 
spirit of enterprise possessed them. 
Even in prosperous districts, popula- 
tion was relatively sparse because of 
the size of farms and plantations, and 
on the fringe of these the “‘ poor whites,” 
pushed out by slavery, lived meanly 
and precariously on sterile sandy ridges 
or in remote uplands. They subsisted 
on what they raised or shot or stole, 
and seldom came into contact with such 
sluggish trade currents as existed. 
Moreover, the whole population felt 
the effects of the certain exhaustion 
of the soil under a one-crop system. 
There was a constant pull toward the 
virgin lands westward and southwest- 
ward. Impending removal, whether 
ever realized or not, infected every 
design. Why improve or remodel or 
fertilize or, least of all, embark upon a 
new business venture, when the next 
day or year might start a trek away 
from the wornout coastal lands? 


Household gods planted no “‘terrible 
fixed foot” and were uprooted without 


blood. The most affectionate attach- 
ments, out of which progress might 
have come in time, were wrenched loose 
by bankruptcy or by the division of 
slave property among younger sons 
outward bound. 

Where the people were poor, scattered 
and impelled to move only by failure, 
ignorance followed as an inevitable 
consequence. William Gregg of South 
Carolina found that two thirds of the 
*‘poor whites” could neither read nor 
write, the slaves were by law denied 
this knowledge, and even the sons of 
well-to-do families found poor facilities 
for study at home. There is reason to 
believe that in speaking of the aris- 
tocracy of the Old South we have too 
often confused culture with mere 
leisure. 

Having nothing and knowing noth- 
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ing, the mass of men could take ; 

determining part in the public life of 
the South. Where they participate 
at all, they simply trudged in a columy 
led by sloth, self-interest and caprice. 
When the agricultural tradition settled 
upon the South it had its exalters. 
when it was called into question, 
these became its loud defenders against 
all the world. Cotton culture wit) 
slave labor bred secession, and a; 
abolition sentiment in the North 
nourished it, the “‘ poor whites”’ became 
secessionists too. Their interests were 
all opposed to continuance of slavery, 
but they had no mind, no option but 
to follow the leader. 

The restricted role of capital con- 
tributed to the absence of cities and 
towns and thus limited the division 
labor. The progress of the South in 
recent years may be measured by th 
growth of urban population. Since the 
means for developing inventions were 
not available, these did not 
Worst of all, from the standpoint of 
the South’s preparation for its future, 
there was no wide-spread wage system. 
Afterwards, when industry was to be 


lat 


inaugurated, capital was accumulated 
and enterprisers appeared, as from the 
ground, to apply it to new projects; but 
the long absence of a cash relationship 
between worker and employer was not 
quickly remedied, to the detriment 
the South today. Slaves were rationed, 
cabined and clothed; ‘‘poor whites,” 
except for a small number of artisans, 
were share-croppers or renters living on 
credit. So far as compensation was 
concerned, they were slaves too, except 
that in their case the planter or country 
merchant went through the form 
keeping accounts in which their cotto! 
or tobacco was set over agains! 
advances to them of calico, shoes, meat 
and molasses. 


OcCUr. 


















ve and Noblesse Oblige 





of this came a double 
avior of the dominant whites toward 
+ men, whether white or black, 





ly, exploitation and patronage. 
were to be used, not consulted; but 
ey were to be used with kindness, 
nwithsympathy. ‘Theirrights were 
in terms of responsibility of 
who had for those who had not. 
w and then acquisitiveness got the 
f grace, only conscience stung, 
cience grew tolerant. Yet, 
ige was a constituent part of 
m which countenanced chattel 
of the blacks and economic 
the whites. Nor was this 
accompaniment of blue blood, 
who knew they sat upon a 
ad reason to see that all pro- 
1 ge ntly. 
Civil War, of course, broke all 
the South had had with the North 
nation; political allegiance 
business connections aban- 
. even church organizations split 
ectional lines, were to be long in 
ir. Secession now became not 
philosophy, but a passion for 
en spent themselves. 
Hardly had Appomattox marked the 
ler of the Old South, when it was 
with the lashes of Reconstruction, 
laid on and received with bared 
Now the old creed, hallowed 
lefeat but really harmless enough, 
cked into renewed life by resent- 
“The South in the Nation”’ 
: been the watchword of the conven- 
which forswore the ordinances of 
, but now “the South for the 
south” replaced it. This spirit has had 
ts reverberations in our industrial de- 
pment since the eighties after Recon- 
struction had passed. The South has 
inamenable to suggestions from 
t for industrial guidance, partic- 
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ularly in the matter of labor relations. 
We do not always remember how much 
of this is due to the South’s belief that 
the North, by indulging in the réle of 
lustful tyrant, sacrified the confidence 
which it might have developed in its 
office of friendly critic. 

These disabilities, inherited from the 
Old South, are deeply embedded in the 
New South. Only in the recent tran- 
sition of the cotton manufacture in the 
South from sectional to national con- 
sequence, have these traits become 
critical. At first, and for years after- 
wards, all went blithely enough. After 
Reconstruction, in thelate seventies and 
early eighties, a portion of the South, 
disaffected from the single pursuit of 
agriculture and eschewing politics as 
the only means of getting back at the 
North, embraced manufactures, partic- 
ularly the spinning and weaving of 
cotton. The leaders in this new depar- 
ture—F. W. Dawson, H. P. Hammett, 
G. A. Gray, D. A. Tompkins, to men- 
tion only a few—had many lieutenants 
and a host of followers. A campaign 
for the building of cotton factories 
enlisted press, pulpit and platform. A 
controversy over the relative cheapness 
of water and steam power was aban- 
doned because even towns remote from 
waterfalls decided they must have mills 
anyhow. 

The belief that proximity to the raw 
cotton was a patent advantage, has 
proved chimerical. But another na- 
tive resource, the abundant labor sup- 
ply found in the “‘ poor whites,” proved 
a tremendous asset. It was every- 
where pointed out that they would not 
only work for little, but that by the same 
sign it was charity to give them a liveli- 
hood. When it was known that a fac- 
tory was to be built, families of “ poor 

in great numbers came to the 





whites’”’ 


site to engage jobs for themselves in 
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advance. Almost in every case a vil- 
lage had to be erected to receive them. 
In some instances they actually stood 
about, waiting for the clapboards to be 
nailed tothestudding. They camewith 
nothing except children. In the case of 
a mill near Greenville, South Carolina, 
it was said that all of the spinning could 
have been done by three families! 

The mill builders, directly or in- 
directly, wholly or in part, furnished 
every facility of life—work and wages, 
homes, churches, schools, stores. All 
was received with gratitude, as became 
families which had endured life at a 
minimum. Long hours, small pay, 
work of children day or night were 
taken as a matter of course. Nor did 
the employers have misgivings as to the 
consistency of their charity. They 
were creating an industry out of noth- 
ing, and were fearful that all might 
vanish before their eyes. How to 
get capital from a destitute South 
and an alienated North; how to market 
their product without serfdom to credi- 
tor commission men; how to take 
country peasants and give them skill 
to operate textile machinery—these 
were their problems. ‘The general com- 
munity was not concerned about low 
labor standards; remission of taxes fora 
term to encourage the location of a 
plant was general, enterprisers were 
cried up as messiahs, and the general 
public made itself an informal chamber 
of commerce to advance the industry. 
Founding of new factories and guaranty 
of success were the desiderata. Lack 
of wisdom in procedure and abstract 
injustice to the operative population 
were matters which, if they came to 
mind at all, could be taken care of later. 
Production was their palladium, as it 
was in the English Industrial Revolu- 
tion a hundred years earlier. 

Of course, it was exploitation of 
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neglected resources—cotton, power, |2. 
bor. When not only the stability by; 
also the striking progress of the many. 
facturing venture became apparent, 
questionings arose as to the effects of 
industrialization upon the workers. 4 
quarter-century after mills began to be 
built in numbers, child labor provoked 
attention, description, and plans 
reform, both national and state. The 
eager but expiring voice of Edgar Gard- 
ner Murphy protested the plight of the 
child workers, and his cry was taken up 
by A. J. McKelway and Owen Lovejoy. 
The answer of the employers was in 
formal assertion of their patronal rela- 
tion to their operatives. What at first 
had been a necessity of mill building 
and a perfectly natural expression of 
the traditional responsibility of the 
master for his dependents, now became, 
on the part of many, a studied tactical 
pose. This pose has made progress 
pari passu with the growth of protest 
by or on behalf of labor. Welfare fa- 
cilities of every description—social halls, 
swimming pools, cooking and sewing 
classes, equipment for athletic teams, 
pastures for cows, vacation camps— 
have been increased; this was partic- 
ularly true during the World War when 
such a use of surplus profits served the 
double purpose of providing unction t 
the soul and cheating the tax gatherer. 
This deliberate adoption of the protec- 
tive rdle by the employer is not undi- 
luted, it must be said, by instances of 
ingenuous solicitude of mills for the well- 
being of their village populations. 


Exploitation of Labor 
So much for patronage, which is one 
horse in the span the Southern cotton 
manufacturers are driving. The other 
horse is exploitation. The indictment 
here is concerned primarily with hours 
and wages. The legal limit in South 
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ve-hour night five nights a 
are common. In the South chil- 
fourteen may, with a minor ex- 
in North Carolina, work the 
urs as adults. Average full- 
irs in the five leading Southern 
and South Carolina, 
rvia, Virginia and Alabama—were 
28, according to Bureau of Labor 
; figures taken by the sampling 
55.4 as against 51.9 for the 
leading New England States. In 
the hours in the South were 55.58, 
in New England 51.24. Massachu- 
i legal limit of 48 hours, with a 
tion upon night work for women, 
eans that the mills are unable 
rate a night shift. 
are several ways of stating 
If we divide the total wage bill 
e year by the average number of 


rkers, we get an approximation of 
rage annual earnings; a slight error 
eing due to the fact that some manu- 


irers report only for weeks in 
heir plants are in full operation. 
method the average weekly 

in the five leading Southern 
1927 were $12.94. In the 
ling New England States they 
$19.12, or 47.8% greater. The 
official figures are those of the 
3ureau of Labor Statis- 


| States 
1928, taken by the sam- 
ethod. These figures show that 


ive leading Southern States aver- 
full-time weekly wages of $15.24, 
hat the five leading New England 
average $20.11. On the other 
iverage actual weekly earnings 
erage full time) were, according 
Bureau, $10.98 in the five South- 
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ern States and $17.15 in those of New 
England. 

Lower wages and longer hours are 
the principal items contributing to the 
lower cost of manufacturing cotton in 
the South as compared with the North. 
According to the study made in 1926 
by Main and Gunby, of the Ameri- 
can Society of Mechanical Engineers, 
a typical Southern mill running 55 
hours had a manufacturing cost which 
was 16.8% less than a Massachusetts 
mill running 48 hours; this difference 
amounted to $6.73 per spindle, of which 
$4.53 was attributable tosaving in labor. 
Where the Southern mill maintained a 
company-owned village the differential 
was cut to 14%. 

It is commonly said in extenuation of 
the low absolute wage paid in the South 
that the cost of living is enough lower 
than in the North to bring real wages to 
aparity. Estimates of the amount the 
Southern operative receives in whole- 
sale prices and other mill-village bene- 
fits run all the way from $8 per week 
down to $3.46, the figure furnished by 
the American Cotton Manufacturers’ 
Association. Main and Gunby thought 
the Southern manufacturer spent $1.13 
per spindle per year on his mill village 
over and above similar charges upon 
the Northern manufacturer, or about 
one eighth of the wage bill in the South. 
On the basis of a weekly wage of $12.94 
in the five leading Southern States, 
this amounts to an added wage to the 
operative of $1.62. 

The National Industrial Conference 
Board made studies of the cost of 
living of cotton-mill employees in New 
England and Southern textile centers in 
1919 and 1920. ‘The figures are old, 
but remain the best available. ‘The 
studies sought to ascertain the cost of 
maintaining “‘a minimum but reason- 
able standard of living for a representa- 
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tive wage-earner’s family” in Lawrence to be running 140 looms. Back of the 
and Fall River, Massachusetts, in stretch-out lie, of course, the low | labor 
Greenville and Pelzer, South Carolina, standards prevailing in the South, { 
and in Charlotte, North Carolina. these were a potent factor in giving the 
The items involved were not precisely New England industry hard sledding. 
the same, because of differences in food indeed, this condition resulted jn the 
habits, but every effort was made to introduction of the stretch-out in thos: 
have them comparable. The results Northern factories remaining in thei; 
showed, to the surprise of many, that old setting, and in the importation o; 
for a family living in Greenville and the plan to the South when othe; 
Charlotte, even considering the low’ migrated. 

rates paid for shelter, fuel and light, In the middle of April, 1929, ther, 
the cost of living was higher than in’ were 17,000 or 18,000 men out on ac. 
Fall River and Lawrence: in Greenville count of strikes in the Carolinas and 
it was $1,393.60 yearly; in Charlotte, ‘Tennessee. This was the numerica! 
$1,438.03; in Fall River, $1,267.76; in peak, though the controversies grey 
Lawrence, $1,385.78; and in Pelzer, a in intensity with the occurrence oj 
typical isolated mill village, $1,374. shootings in Gastonia and Marion, 
If the family did not live in acompany North Carolina, in June and October, 
house in Charlotte, the cost, $1,525.67, and of beatings and various forms 
was much higher than in the North. mob violence in the months betwee: 
Comparing Lawrence and Greenville, Of the three prominent strikes, a 
the Northern and Southern points Gastonia, Elizabethton and Marion, 
closest together in cost of living of an the first was led by the National Textil 
operative family, the savingin the item Workers’ Union, a Communist organ- 
of shelter in Greenville, $137.28, was ization existing entirely on paper, and 
a little more than offset by the greater the other two by the United Textil 
cost of food, $143.00; clothing cost Workers, affiliated with the American 
$16.89 more in Greenville than in Federation of Labor. The so-called 
Lawrence. Fuel and sundries also cost leaderless strikes in South Carolina, 
slightly more in the Southern textile which were of short duration, met wit! 





center. slight concessions or resulted in a return 
The C the R Sirih to work on the old basis. 
o LOU Of TRE ROCeNs cavines The employers in the South, in de- 


The “‘stretch-out” system was the fending themselves before public opi- 
match which set off the powder train ion, have been prompted by and have 
of strikes in the cotton-mill South. relied upon the tradition of Southern 
This means simply that operatives suspicion against the North. Impliec 
are required to tend an increased num- in much that they have said anc 


th 


ber of machines, generally looms. Itis done has been the notion that the 
reported that an increase of from 24 industrial efforts mean progress for the 
to 76 looms per man has been com- South, and that labor demands ar 
mon. Of course extra assistance is inspired in the North. In good part 
given the weaver, but the intent is to. this is disingenuous, but it still makes 
cut down the labor cost per unit of its appeal. The beset mills have in 
product. In an extreme case, on the trenched themselves, also, behind the! 
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workers. The public mind 
-he South is still content with social 
but here and there, partic- 
the more liberal attitude 
‘mportant newspapers toward the 
at disturbances, there appears evi- 
ce of a demand for social justice. 
\ legislative committee in South Caro- 
early in the recent strikes 
the whole trouble to overwork 
j underpayment of the operatives; 
- Southern Industrial Council, com- 
of middle-class liberals, has 
aken the same stand; Southerners 
opeared before the Senate Committee 
» Manufactures to ask for an investi- 
of the American textile industry 
vith a view to showing evils in the 
South and, if possible, pointing a 
ut; the Southern cotton manu- 
turers’ trade journal, hitherto most 
Bourbon in its support of the mills, has 
vy begun to chide the employers for 
verstepping prudence in the introduc- 
of the stretch-out. There have 
been fewer evictions this time than ever 
fore. On the other hand, troops 
e been called out almost as often in 
strikes of the past spring and sum- 
ras in the whole previous history of 

‘tton-mill strikes in the South. 
his awakening recognition has been 
indered by the killing of a police 
chief and seven strikers and the wound- 
ing of others, with the consequent trials. 
lt is lamentable that the fanfare of 
tional protest has been flung up to 
bscure the industrial issues. Invec- 
reproaches and bitterness have 
enemies to the calm thinking 
vhich is necessary where sharp conflict 
sprung up in a section new to manu- 
tures and newer to class cleavage. 
particulars of gas bombs and 
pistol bullets, while inevitable accom- 
iments of such a struggle, do little to 

ng adjustment or solution. 


Vi 


Southern operatives in the past have 
responded in large numbers to appeals 
of organizers to join the union, but their 
adherence has come only at times of 
special drives, and has been brief. In 
recent months, however, there have been 
spontaneous strikes, which, while not 
unknown before, as at Henderson, 
North Carolina, in 1927, this time have 
shown the novel character of ability to 
spread and become consecutive. There 
has been more local leadership in these 
strikes than ever before in the textile 
South. The Piedmont Organizing 
Council, which in frequent educational 
meetings in the last year has been 
preaching the doctrine of unionism, has 
been essentially a Southern enterprise. 
The organization of the moderate 
United Textile Workers gains by com- 
parison with the Communist National 
Textile Workers; the demands of the 
latter at Gastonia for an eight-hour 
day, twenty-dollar wage and recogni- 
tion of the union, were courageous and, 
at least abstractly, reasonable; but 
rightly or wrongly, their strike has been 
branded with having less solicitude for 
betterment of Southern workers than 
for advancement of Communist prop- 
aganda. Southern employers have 
regularly said in the past that the 
American Federation of Labor union 
was inspired from Moscow; now that 
real Communists have come on the 
scene, the conservative union grows in 
respectability. 

The method of labor organization in 
Southern mills heretofore has been that 
of infrequent campaigns in which large 
numbers were swept into the union, 
only to see membership dwindle after- 
wards in the face of half-hearted nurs- 
ing of the locals. ‘This was expensive 
and ineffective, though, as workers car- 
ried their stories in their shiftings from 
mill to mill, it did leave a lingering 
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tradition of unionism in many villages. 
Miss MacDonald, talking with opera- 
tives in villages in the Carolinas not long 
before the recent strikes, found many 
who held organization to be the right and 
the salvation of the Southern workers. 

The last wave of strikes may be said 
to have caught the unions unawares 
unless, perhaps, the National Textile 
Workers did some prior organizing in 
Gastonia. One outburst followed an- 
other with such rapidity that there was 
little opportunity for planning, even 
had the leaders been able to snatch their 
attention away from the problem of 
raising money. 


What of the Future? 


Many feel now, after ten months of 
sensational strikes, that the South has 
been brought squarely into the current 
of national economic controversy. 
There is wide-spread conviction that 
improvement of labor standards in the 
textile South constitutes the most press- 
ing task before the American labor 
movement. What will be the plan of 
organization in the future? Two 
methods present themselves. 

The American Federation of Labor 
at its convention in Toronto in October, 
resolved to throw its weight behind a 
united drive along the entire Southern 
front. This policy is supported by 
those who have been critical of the 
piecemeal tactics of the old line Federa- 
tion leaders in the past. Their advo- 
cacy is a natural enough deduction 
from unfortunate experience heretofore. 
Also, they want to strike a resounding 
blow with a big sledge while the iron is 
hot. ‘They remember well that raps of 
the hammer here and there have accom- 
plished little or nothing. They do not 
believe that the bundle of sticks can be 
taken apart and broken one by one. 
They would assail the unity. 
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I believe that this method has lity). IMB assoc 
to recommend it, that it will be aban. 
doned on reflection. In the first Place 
textile workers the country over me 
only about 4 per cent organized, ang 
never had, even at the peak in 1929, 
more than I5 per cent membership in 
the union. There are only about 10,0 
cotton-mill workers or ganized out , 
some half million in the country; oye; 
half of this total number of operatives js 
in the South, where, as we have seep, unio 
only a beginning toward unionizatioy 
has been made. Only about one third 
of the members of the chief union, the 
United Textile Workers, are cotton-mi! 
hands. At the very time when the 
union needs to summon its strength for 
the Southern task, it is losing member- 
ship and morale by the decay of the 
industry in its Northern stronghold. 
Furthermore, there is dissension within 
the ranks of organized textile workers; 
the United, while most important, 
shares the field with other organizations 
on craft and geographical lines, besides 
encountering the violent opposition of 
periodic risings of Communists and factt 
others as at Gastonia. ‘Thus the nv- 
cleus around which to rally a big united 
drive is itself on the anxious seat. 

What does a resolution of the Amer- 
ican Federation of Labor mean, besides 
good intent? The Federation itself has 
no authority over the constituent 
unions. It can only use persuasion and 
pass the hat. This will net something 
as long as excitement in the South con- 
tinues, but it is not the source of funds 
for a long-drawn and expensive organ- 
izing campaign. The history of the 
steel strike of 1919-20 proves as much, 
and that was an easier task than the 
present one. 

The Southern cotton manufacturers 
are worried, but they are compactly 
organized in a South-wide and in State 


tacKe 


DIOUW 


ALdLLLA 













ns. and the Cotton Textile 


AS little ssociations, 

e aban. Institute, which was set up to solve the 
t place sroblems of the industry, by its own 
Ver are ME constitution is prevented from inter- 
ed, and ‘ring with the different labor costs 
N 1920, e South. ‘The Southern employers 
ship ip a more formidable opposition to 
- 10,000 ion effort than those more accus- 
out med to fighting labor organizations; 
vs ove ere are among them virtually none 
tives who see advantages in dealing with 
€ seen, wnions, and they are sufficiently inex- 
Izati rienced to be sustained by the belief 
€ third they will be able to hold the South 
mn, the ortress against unionism. ‘They 
/N-mil ready to give united support to 
nthe first of their number who is at- 
th for tacked, and to visit him with killing 
mber- MM bluws, should he yield. Against such 
of the n enemy only a large membership in 
yhold he union involved, with great financial 
vithit serves behind it, can be successfully 
rkers: pitted. 

tant It is true, however, that the an- 


ced union method of concerted as- 

ilt has this to recommend it, namely, 

ompetition in the cotton-manu- 

iring industry, particularly as be- 

mills making the same product, 

seen that a single company pressed 

to concessions to labor is victimized; 

is desirable to raise the level of wages 

decrease the number of hours in 

ny mills as possible at the same 

. his was the secret of success 

igh the method of factory legisla- 

ised in England in the last century; 

irs, unless under exceptional cir- 

ces, would have sunk any mill 
were forced to conform to it. 

ther method is that of gradual 

n, and it is my opinion that 

e method which practical exper- 

ll soon endorse. Its object 

to organize in a few mills at a 

little said about demands. 

s not necessary, for organiza- 
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tion purposes, to make demands that 
will be costly to the employer if acceded 
to, is shown by the number of recent 
strikes in which the chief fight was 
against discrimination. The union’s 
aim with the employer will be for recog- 
nition and the establishment of con- 
fidence. Mindful of small profit mar- 
gins, it will be content with relatively 
minor adjustments in working condi- 
tions. It will aim to prove to the 
employer that it is a constructive 
organ, with his interest as well as the 
workers’ at heart. 

The union will discern that what the 
Southern employer stands most in need 
of is education. Once the union is in a 
position where it can work with an em- 
ployer, it may address itself to the task 
of getting what improvement it may in 
that mill by cooperation with him, and 
then reach over to another plant. So 
far as I know, there is not a single cotton 
factory in the South which regularly 
deals with the union. ‘There is not one 
“union employer.” What the union 
needs in the South, in its weak condi- 
tion, is some friends among the em- 
ployers, some who recognize that the 
union is not a tyrant, but a protector— 
a protector against walkouts, violence, 
hastily patched up and as hastily broken 
agreements, suspended dividends and 
the hard feelings and downright difh- 
culties attendant upon evictions. 

When a foothold is gained in one 
place, a start may be made in another. 
The favorable experience of the first 
manufacturer will be a recommenda- 
tion tothe second. Membership in the 
union will have grown. Union plants 
will provide lodgment for men on strike 
elsewhere. ‘The Southern employer is 
not afraid of the constructive unionism 
represented by the United ‘Textile 
Workers; he is afraid of a bogey which 
he haserected before hisowneyes. Once 
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he touches the bogey or knows the ex- 
perience of a fellow employer who has 
touched it, its terrors will be largely dis- 
pelled. All will not go blithely, but at 
first patiently and then more swiftly, 
opposition in the textile South to the 
idea of unionism as predatory and un- 
American will be dissipated. Circum- 
stances will encourage the prosecution 
of more vigorous measures. For one 
thing, public opinion will be readier in 
support of restrictive legislation. For 
another, as more and more mills drift 
southward, the section will produce a 
greater variety of goods, and the com- 
petition among great numbers of mills 
making identical products will be more 
and more diluted. More skill will be 
developed in manufacture—not a little 
through greater proficiency of unionized 
operatives—and in distribution and 
sales. We shall see more of such suc- 
cessful efforts as the recent one to mar- 
ket fine cottons for women’s clothing. 
Organized labor, if it is to prosper in 
the South, must attach the intelligentsia 
toitscause. ‘The South scarcely has an 
aristocracy of wealth, but it still has a 
powerful aristocracy of culture and 
social idealism. ‘This aristocracy, in 
which churchmen figure importantly, 
will not be won over by shock and out- 
rage, but by a reasonable and circum- 
spect advance in labor organization. 
The doctrine of states’ rights has al- 
ready taken on the better habit of pride 
in the State’s fair dealing. This has 
shown itself in the recent strikes. 
Reprobating the failure to indict the 
murderers of a striker after seven Com- 





munists had been sentenced for +4, 
shooting of the chief of police, the Ral. 
eigh News and Observer said: “Gaston 
county in the eyes of fair-minded, jy 
tice- loving, intelligent people the a 
over is indicted as a county in which 
one Ella May more or less doesn’t mat. 
ter and in which justice is the harlot of 
hate and prejudice and hysteria and 
industrial wrong.” This is one such 
expressioninmany. As yet the South’; 
social conscience may be stirred only 
over killings and the like, but it wijj 
learn to protest effectively against the 
deeper but less sensational wrongs 
day-by-day industrial exploitation, 
And the workers themselves, who as 
yet have done no autonomous thinking, 
will begin to second this protest with 
native voice. ‘The English cotton-mil| 
workers, of the same stock, went through 
all this, and now, though their industry 
is in worse plight than ours, they are 75 
per cent organized, and have a construc- 
tive and cooperative part in all great 
decisions affecting the manufacture 
there. 

The Southern mills are standardized 
as to equipment, and too standardized 
as to product, but they can stand muc 
improvement in elimination of waste 
(consider only absenteeism of workers), 
in which an organized jabor force may 
haveahand. The wisest do not see far 
into the ultimate method of remedying 
low wages and long hours in the South 
as a part of a depressed mational 2 4 
world industry, but no likely calcula 
tion will reckon without organized seli- 
expression for the workers. 








1e Ral. 

Gast 

d, ju MOTION 

> Wor 

wh By WILLIAM V 

t ma 

rlot HERE are few American indus- 

ja an that are more dependent 

e suc n foreign markets than the 

outh’s cture industry; and there 

1 o7 e fewer industries in which 

it \merican dominance of world markets 
the past, been more dramatic 

g and complete. It is estimated that 

ati \merican distributors receive about 

ho $200,000,000 in gross revenue annually, 

1ki total annual world gross 


evenue of approximately $275,000,000; 
nd that between 75% and 80% of all 

hown throughout the world 
have been films of 
rigin. It is the purpose of 
to consider the factors that 
to such an unusual 
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Importance of Distribution 


motion picture industry, costs 
tion bear but little relation to 

tal value of the films produced. 
not meant in the sense that 

) pictures, cheaply made, will re- 
arge a gross revenue as pictures 
etter class; what it does mean is 
e the original expenditures con- 
vith the production of the pic- 
been incurred, no further 
er than those of distribution 
itation must be met, whether 
ture is exhibited in ten, or ten 
playhouses. When a pro- 
motion pictures, therefore, 
his customers for any given 
thousand theatres to 
isand theatres of the same 
may increase his net revenue a 
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FOREIGN DISTRIBUTION OF AMERICAN 


PICTURES 
ICTOR STRAUSS 


dozen times or more; for there is a 
reduction of 50% in the costs of pro- 
duction that must be charged against 
the revenue received from each of the 
theatres in which the picture is shown. 
It follows that in the motion picture 
industry, more perhaps than in any 
other, there is no factor so important 
as wide distribution; and that, although 
the major part of the revenue received 
by the distributors comes from large- 
and medium-size houses that can afford 
to pay large rental fees for their films, 
it is profitable to extend the market 
up to the point where the rentals re- 
ceived are insufficient to cover the costs 
of distribution in that market. It is 
the constant aim of the managers of 
the distributing firms to place their 
pictures in as large a part of the domes- 
tic market as can profitably be reached. 
This is not only true within the do- 
mestic market, but holds with equal 
force in considering the advisability of 
attempting to obtain world-wide dis- 
tribution for the pictures produced by 
any company, whatever the national- 
ity of the producing company itself. 
The following consideration will make 
this clear. If the total annual world 
production of motion pictures amounts 
to four or five thousand feature films, 
each of which obtains domestic dis- 
tribution only, the revenue received 
must be spread over a cost of produc- 
tion many times as great as if only eight 
hundred or a thousand pictures were 
produced each year, each of which 
obtains distribution throughout the 
world. In the absence of legislative 
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restrictions on the importation of mo- 
tion pictures, therefore, or of differences 
in civilizations and which 
would make a film unsuitable for cer- 
tain markets, the natural tendency in 
the industry is to obtain world-wide dis- 
tribution for all pictures produced. 

In the normal course of events, there- 
fore, one might suppose that the pro- 
duction of motion pictures would be 
fairly evenly distributed among the 
Western nations, and that world distri- 
bution of all films produced would be 
obtained by means of exchange agree- 
ments entered into by the distributors 
in the various producing countries. 
This, however, has not been the actual 
course of events; the United States has, 
in fact, obtained a commanding posi- 
tion in the industry; and for the expla- 
nation of this situation we must look 
both to the natural advantages pos- 
sessed by this country, and to the effects 
which the World War had upon the 
industry. 


customs 


Production Advantages 

of the United States 
The United States possessed at least 
three that acted as a 
stimulus to the development of the 
motion-picture industry in this country. 
First, there was natural scenery, on the 
Pacific coast, which was perfectly suited 
to the production of “‘wild western” 
and ‘‘cowboy” pictures: a type of film 
that possessed tremendous popular ap- 
peal in all countries. Second, there 
was, in the same section of the country, 
a climate that made possible the out-of- 
doors filming of pictures throughout the 
the pro- 
advan- 


advantages 


entire and so enabled 
ducers to make full use of the 
tages which the natural scenery placed 
before them. Finally, there was a 
great domestic market, with high pur- 


chasing and with standards of 


year, 
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living of such a nature that the motion 
picture would be eagerly adopted: thj. 
insured the producers of a large revenue 1W 
from the domestic exhibition of their I 
pictures, even if world distribution were re 
not obtained, and made it possible for Amt 
them to invest large sums in the filming 
of their pictures. 

Despite these conditions, the indus- 
try developed slowly in the United 
States, and the European branch of the 
industry was at least equally as well otal 
developed in 1914 as the American, 
The War, however, stifled European 
production during the five years that 
followed; and, after the War, the lack of pow 
capital, the destruction of purchasing red 
power, and the pressure of essential re- 
construction, prevented the rehabilita- 
tion of the industry. In the United 
States, on the other hand, conditions 
had been almost ideal for the develop- 
ment of the motion-picture industry. 
Domestic purchasing power had been g 
high, and standards of living through- 
out the country had been rising 
People had been led by the automobi 
to become accustomed to obtain thei 
amusement away from the hom 
Capital had been plentiful for the « 
struction of studios and theatres, and 
for the development of technique. ‘The 
domestic market continued to grow bj 
leaps and bounds, enabling the in- 
dustry to flourish in this country de- 
spite the disruption of foreign markets. 
In short, the full force of the natura! 
advantages possessed by this countr 


were felt at the very moment when Ar 
European competition was weakest; : 
and, after the War, the America! . 
producers and distributors were able t " 


enter and obtain control of the Eu 
pean field almost without competit! 
from other films. By the time 
capital was once more available 
motion picture production in the | 





FOREIGN DIS 
a ' untries, American films had 
er -sined almost complete domination 
nal ld markets. 
fhis commanding position, once 
d. was hard to undermine. The 
rican market, which supplied well 
“rae - 60% of world revenue, was 
the control of Ameri- 


—_ 
J 


" within 
and no newly organized 
n company could expect to 
ain distribution within the United 
States except for an exceptional film. 
situation practically limited the 
. Ry in companies to their own small 
that mestic markets, the purchasing 
' wer of which had_ been greatly 
vasing iced by the War. The producing 
ae npanies within the United States, 
nlite. ver, knowing that their pictures, 
Inited fof good quality, would readily obtain 
tribution throughout the domestic 
>. could afford to expend large 
try. ims in order to produce pictures of 
erage quality; while the foreign 
panies were hampered by lack of 
sine ipital and small markets, so that the 
ol funds which they could afford to use 
he n the production of their films were 
| than those of their Ameri- 
petitors. ‘The inexperience of 
Luropean producers, moreover, served 
n additional factor in establishing 
v by the foreign films on a lower level of 
n iality; while the small profits that the 
: ndustry offered, even to ability of high 
ler, restrained many able men from 
ura tering the industry. 
lhe result of this situation was that 
\merican-made films were able to 
tain 75% to 85% of the European 
rket, even in the face of the newly- 
ped competition; while the Latin- 
and Far Eastern markets 


nited ropea 


c 


imerican 


invaded but slightly by European 
tures. Although a 
ber of pictures 
countries—notably, 


considerable 
were produced in 
Germany, 
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England, and France—these were 
largely filmed at low cost, were of 


mediocre quality, and were distributed 
largely within the boundaries of the 


producing countries. ‘Table I shows, 
for 1925, the countries from which 
American producers and distributors 


obtained the major part of their foreign 
revenues, and the percentage that 
American films bore to total films shown 
in the important foreign markets. 





TaB_Le | 
Percent- |Percentage of 
1925 age of American 

America’s Films to 

Foreign Total 

Revenue Films 
United Kingdom....... 35 95 
Germany. 10 60 
Australia & Mew Zeclend 8 95 
Scandinavia...... ees 6 85 
UNUM i occas eonws 5 go 
SOE ee 5 95 
Web aticis Hartates 3 70 
SPOR Eee: POET TO 3 30 
I chs 5 aio, tg 3 95 
Austria, Hungary and 

Czechoslovakia... 3 70 
Italy.. for 2 65 
Spain & Portugal. Sagas 2 go 
Mexico.. d 2 go 
87 





After several years of free competi- 
tion with American pictures, foreign 
production—except in Japan, where 
cultural and social differences prevented 
the wide-spread distribution of any pic- 
tures other than those of native origin— 
had signally failed toobtain a command- 
ing position in any of the more impor- 
tant world markets; and, as American 
pictures became more and more firmly 
established in world markets and as 
American traditions were more willingly 
accepted, it became increasingly difh- 
cult for foreign producers to operate at a 
profit. 

The vicious circle was complete. 
The American companies could afford 
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to produce better pictures because of 
their wide-spread distribution and be- 
cause of the tremendous gross revenues 
that they obtained from the showings of 
their films in every part of the world. 
The American companies, moreover, 
were firmly built upon the strong foun- 
dation supplied by the domestic market, 
which alone was the source of more 
than 60% of the total world revenue. 
The European firms, lacking this 
groundwork of a well-developed dis- 
tribution scheme, could afford to pro- 
duce only mediocre pictures, which were 
unable to gain even the domestic 
markets, and, because of their weak 
competitive position, found it difficult 
to obtain capital, able managers, or 
talented actors. Here, it is probable, 
the matter would have rested for some 
time to come, had it not been for two 
disturbing factors: legislative restric- 
tions on the importation of motion 
pictures, and the advent of the talking 
film. 
Foreign Legislative Restrictions 

Motion pictures differ from almost 
all other articles of commerce in their 
power to influence human conduct and 
beliefs. In this respect, they resemble 
to some extent books and newspapers; 
but the films—because their appeal is 
more pictorial, more direct, and more 
emotional—possess a far greater force 
than the writtenword. Forthisreason, 
foreign publicists and politicians had 
long expressed concern over the Ameri- 
can dominance of the motion-picture 
industry throughout the world; fearing 
that, through the influence of the films, 
the people of their countries would be 
led to adopt American ideals and 
customs, that the foreign trade of the 
United States would be stimulated at 
the expense of the domestic indus- 
tries, and that American propaganda 





would be disseminated throughout th, 
world. 

This sentiment was seized upon at 
an early date by the struggling foreigy 
producers. Realizing that they coy|; 
not expect to wrest contro] ‘of the 
world markets from the America; 
companies under the conditions oj 
free competition, they utilized these 
arguments in an effort to obtain govern. 
ment protection of the domestic jp. 
dustries. It was urged that legislatiy, 
action should be taken in order 
limit the importation of America; 
pictures, and to encourage and, t 
certain extent, to subsidize the domest; 
output. 

Germany was the first important 
country in which this agitation proved 
effective. Even before 1925, a lay 
had been passed which provided that 
foreign pictures could be imported 
only through the purchase, by t 
foreign producer or distributor, of 
permit, or “‘contingent,”’ which was 
issued to the domestic producer on the 
completion of a picture. This law 
had four important effects. It def- 
nitely restricted the number of foreign 
films that could be imported. It as- 
sured the German producers that a 
certain portion of the domestic market 
would be reserved for German films 
It partly subsidized domestic produc- 
tion, in that the producers received 
considerable sums from the foreign co! 
cerns that purchased permits for Ger- 
man distribution of their films. I 
placed within the power of the German 
producer the ability to determine wha 
foreign companies would be enabled t 
import pictures into the German mar- 
ket—for the domestic producer ¢ 
sell his permit to whomsoeve! 
pleased. The effectiveness of this lav 
in stimulating domestic production ca! 
be gathered from Table I, which s! 
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maller percentage of American 
re shown in the German mar- 
pon ay et in 1925 than in any other country 

mportance, save Japan. 
rhe German law was widely imitated 
Of the -oughout Europe. By the beginning 
nerica; ‘ 1928, all European countries that 
|, or hoped to possess, a domes- 
lustry of importance, had adopted 
over. oul of a similar nature. The 
tic in French, Austrian, and Italian laws 
ely modelled on the contingent 
the principal point of difference 
erica :ween them and the German law being 
. to ; the numberof permits which domestic 
nest roducers in the several countries re- 
each completed film. The 
irtant Eng! aw was of a somewhat differ- 
rove ‘nature. Instead of dealing directly 
a Jay ith the number of foreign films that 
| that iid be imported, it required that 
ort ng exhibitors reserve a certain 
f their screen time for British 
this portion increasing from 
Va ar to year. Agitation for the adop- 
fa similar law was rife in many of 

law British dominions. 

defi- (he success of these legislative at- 
reigi tempts to develop domestic production 
t as- the European countries, however, 
at a as extremely moderate. A compari- 
rk ne following table with that given 
ms nan earlier page, shows that although 
du percentage of American films shown 
ived world markets was somewhat cur- 
between 1925 and 1928, Ameri- 
Jer n supremacy was maintained in 
lt ractically all world markets. During 
ir-year period concerned, more- 
the world patronage of motion 
es increased at so rapid a rate 
illy in the Latin American coun- 
where European competition was 
t nil, and where no native produc- 
importance existed—that the 
evenue received by American 
rs and distributors from foreign 


. 
-- 


slat \ 


der 
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showings of their films increased from 
about $50,000,000 in 1925, to approxi- 
mately $70,000,000 in 1928. 








Tasce II 

c a c an 

ri28 pick 

2 rr o = 2 | & o = 

— Seba ans eg Es 

o < me Oo | os ice 6 

ee. mao & Iho & 
United Kingdom 81 Japan 22 
Germany....... 47 eee 85 
Australia....... 82 re 50 
New Zealand ... go Hungary...... 80 
Scandinavia .... 65 Czechoslovakia 48 
Argentina ...... go eee 70 

ee eee 95 Spain & 

Portugal.... 85 
fo eee 63 Mexico........ 95 

From these figures, therefore, it 


might seem that, although the Euro- 
pean producers had somewhat bettered 
their position, the vicious circle de- 
scribed above had not been destroyed. 
Through wide-spread theatre ownership 
in the United States, the American 
industry had further restricted foreign 
concerns from obtaining distribution 
in this country, from which the major 
part of the world’s film revenue was 
obtained. It was true that the German 
producer—to take a specific example— 
could now expect to obtain distribution 
throughout his own country, but the 
total income that he could expect to 
obtain from that market was very 
limited, averaging between $40,000 and 
$60,000 per picture. He was, of course, 
able to obtain some additional revenue 
from the rental of his films to exhibitors 
in other countries—notably England, 
France, and Central Europe—but in 
these markets his pictures were forced 
to compete, not only with the native 
production, but also with American 
films that cost $200,000 or more to 
produce, that were of the highest 
grade in quality, that were preferred 
by the publ c—and, above all, that 








> 
- 
te 


cost the exhibitor no more to lease. 
His revenue from foreign distribution, 
therefore, was likely to be small; and, 
knowing this, he felt free to spend only 
$35,000 or $40,000 in producing his 
pictures—engaging actors, directors, 
writers, and technical men of inferior 
ability, and spending little on sets and 
costumes—thus tending to maintain 
the quality of his pictures at a lower 
level than thatof the American pictures. 

The same conditions prevailed, to 
a greater or lesser degree, in the other 
Iuropean picture-producing countries. 
Wherever the domestic market was 
relatively large, as in Great Britain, 
better pictures would be produced, 
because larger sums could be spent 
upon them and better brains and 
talent attracted to the industry; wher- 
ever the domestic market was relatively 
small, on the other hand, as in France 
or Italy, pictures were generally of a 
low average quality. 

There was no real need, however, 
for this situation to persist; and, by 
the beginning of 1928, European pro- 
ducers and distributors were beginning 


to realize that a solution existed to 


the problem with which they were 
faced. It was entirely possible for 
the producers in the four or five 


leading European countries—operating 
as they were under the contingent or 
similar restrictive systems—to enter 
into exchange agreements with each 
other, by means of which each film 
produced would be assured of distribu- 
tion throughout all of Europe. As has 
been mentioned above, the producers 


receive the permits or contingents 


which enable foreign pictures to be 
brought into the country in question, 
and can do with them as they like. 
The European producers and distribu- 
tors, therefore, could combine to bar all 
American pictures from Europe, by 
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agreeing to use their permits on\ 
the importation of pictures made j, 
some European country. It should 
be noted, moreover, that the productive 
capacity of the European companie: 
is large enough to free Europe fron 
dependence on American films. D1 
vided that all pictures produced 
each of the leading European countri: 
are given distribution and exhibitioy 
in the playhouses of all the countries 
concerned. It is probable that, unde; 
the contingent system, the Europea: 
companies could obtain sufficient con- 
trol of the market to carry this play 
into effect. 
The major problem with which 
cartel of this nature would be faced 
would be that of producing pictures of 
high enough quality to attract th 
public and to prevent attendance i: 
European theatres from 
Although apparently a serious matter, 
this situation can probably be met, 
despite the natural advantages pos- 
sessed by the United States. The 
German producer—to return to our 
former example—would no longer bi 
dependent upon a revenue of $40,000 
to $60,000 from the domestic market, 
with a slight additional increment 
from distribution in other European 
countries. On the contrary, he would 
be able to count upon a gross revenue, 
in addition to that from the Germa! 
market, of approximately $150,000 t 
$170,000 from English distribution, 
$30,000 to $50,000 from French distri- 
bution, and smaller sums from distribu- 
tion in other countries—a gross incom 
that would amount to from $275,000 
to $350,000 in all. In anticipation oi 
this revenue, he could expend muc! 
greater sums than in the past on the pro- 
duction of his pictures; men of business 
ability, attracted by the improved status 


4 


of the industry, would enter the field, 


declining 
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average quality of his pictures 

nd to be greatly improved. 

hes me considerations hold for 

Licsst, yropean producers of other national- 

any would have their markets 

all would be able to improve 

ity of their output. It is 

t, faced with the determined 

of a European cartel of 

ibitioy -his nature, and fearing the loss of the 

Int tire European market, American 

ers and distributors would even- 

Dea be willing to enter into a com- 

bein. oromise with the European firms. 

his agreement would, in all probabil- 

vide for American distribution 

nsiderable number of pictures 

ced pean origin, in return for which 

res of there would be asurrender of a large part 

he European market—possibly 40% 
to the American companies. 

an arrangement would, under 

ircumstances described, be of 

to both groups of producers, 

ild tend to approach the situa- 

| tion that would probably have de- 

ped in the industry had it not 

a been for the World War and its after- 

,00¢ maths. Were an exchange agreement 

ket, ich as that outlined above agreed on 

nd entered into, both the European 

he American companies would 

e to reduce the number of pictures 

h they would otherwise be forced 

luce in order to cover the market 

lequately; while, at the same time, 

tly world-wide distribution would 

btained for a considerable portion 

NU- i the pictures filmed. It is probable 

t production throughout the world 

100 iid in this way be cut nearly 35%, 

ich a development as this would 

onsiderably to increase the net 

ie obtained, both by American 


by European companies. As 


out in the first pages of this 
relationships 


the among 





cost of production, extent of distribu- 
tion, and net profits, which exist in 
the motion picture industry, would 
enable the companies affected to obtain 
larger profits through the more wide- 
spread distribution of their pictures. 


The Development 
of the Talking Picture 

The first tentative steps to the 
accomplishment of this sort of agree- 
ment among European producers were 
taken in 1928, through the formation 
of exchange agreements between lead- 
ing English, German, French, and 
Italian producers; but this develop- 
ment was checked, and the entire 
industry thrown into turmoil, through 
the rapid development of the talk- 
ing picture in the United States and 
through its introduction into the Euro- 
pean markets. ‘The entire economic 
framework of the industry, based as it 
is upon the international distribution 
of the films produced, was shaken by 
this new development. The talking 
picture did not appear to lend itself 
to other than domestic distribution, 
because of the language barrier which 
it for the first time introduced. Eng- 
lish and Spanish, each of which is 
spoken in several countries, constitute 
a partial exception. 

Although American talking pictures 
were distributed in Europe, it was 
clear that the situation was temporary, 
and that, when once the novelty of 
the sound films no longer was impor- 
tant, the European audiences would 
demand pictures in which the dialogue 
was in their own language. The situ- 
ation, moreover, wascomplicated by the 
large initial cost of the sound equipment 
with which it was necessary for the 
theatres to equip themselves in order 
to exhibit talking pictures, and the 
considerable upkeep expense that this 
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equipment entailed—both of which part of film revenues comes from rental 

factors made it probable that the in the comparatively small number o; MM , 
majority of European theatres outside urban houses. Inthe United States i. §& com 
of the large urban areas, would be caaanplc, it is estimated that more than ern 
unwilling and unable to install sound 85% of the total revenue is obtained 
equipment, and would continue to rie about one third of the theatres 

show silent films, for some time at least. Rural houses would be compelled, unde; 

These developments have created new _ the supposed conditions, to show silep: 
problems to be faced by those pro- versions of the talking pictures, for p the 
ducers, whether American or European, other films would be available for them, films 


who wish to obtain distribution outside Under these circumstances, jt ap. \ 

of their domestic markets. pears likely that the American pro- Eur 
In order to overcome the initial ducers, faced as they were in the case 

difficulty, that of language, attempts of the silent pictures with the prospect fron 


have been made to produce pictures of totally losing the European market, 
in two or more language versions; would be willing to enter into ap d 
and, although it is too early to state exchange arrangement with. the Eur- It 
with any degree of certainty what pean producers, similar to that de- 
the probable outcome of these efforts scribed earlier in this paper. talk 
will be, it is possible to outline the In case, to take the opposite extreme, t 
effects which the situation may have it is found wholly impracticable 1 
upon the international distribution of produce talking pictures in more tha: 
pictures. one language, the probable outcome pert 
In case it becomes possible to produce would be quite different. American Am 
pictures with talking versions in several _ pictures could be shown throughout th \ 
languages, without any considerable English- speaking world, but the Ameri- 


increase in the costs of production, the can companies would be forced, in all ket 
situation will not differ in any essential likelihood, to enter into exchange agree- tal! 
respects from that which existed before ments with the English companies. r 
the development of the sound films. Although the non-English countries sile 


It would still be feasible, therefore, for would, under these conditions, be lost 
the producers in the several European to the American industry, the loss in 
countries to unite in an international gross income would be less serious 
film cartel for the purpose of dividing than might appear at first, as mor 
the European markets and preventing than half of the present American 
the importation of films of American revenue from foreign sales comes from 
origin; and it is reasonable to believe the English-speaking markets. ‘The el- 
that such a cartel would, under these fect of such a development as this, 
conditions, eventually be formed. Al- however, would be considerable, espe- 
though the smaller theatres in the rural cially as the non-English speaking mar- 
areas would not be able to equip _ kets are rapidly growing in importanc 
themselves at once for the showing of This is particularly true of the Latin- 
sound pictures, sufficient revenue would American countries, which have show! 
be available from the large theatres an especially sharp increase in moti 
in the urban districts to make it profit- picture revenues in recent years. 

able for the producers to concentrate Under the supposed conditions 
on talking films—for by far the larger curious situation would exist in 
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markets of the world. If talking 

were to be produced by the 

; in each of the countries con- 

ey would, for the most part, 

return revenue only from the 

market. On the other hand, 

e Continental producers give 

talking picture, and return to 

for p he production of silent films, or of 

sound effects only, they 

it ap. nce more be able to obtain 

n distribution for their output, 

iid obtain much larger incomes 

pect ron pictures than if they were 

narket, ‘o produce talking pictures for national 

At a! ion only. 

Euro. It is probable, therefore, that this 

the eventual outcome if 

pictures can be produced in 

treme, bu language, unless governmental 

dle trictions on the free importation of 

> tha tion pictures prevent the unham- 

tcor red working-out of the problem. 

and English companies 

roduce sound films, distributed 

meri- throughout the English-speaking mar- 

In a ct in North America, Great Bri- 

igree- tain, and the Far East; the European 

would limit themselves to 

pictures, which, through cartel 

ements, would be distributed 

ut the European and Latin- 

n markets and the non-English 

gy portions of the Far East—in 

cal markets they would be in com- 

with silent versions of the 
English and American pictures. 


11s [ Gu rs 


Conclusion 
tolly to believe that, no matter 
evelopments take place in the 
t istry, the American producers and 
WI ustributors will be able to maintain, 
ere matter of course, the com- 
g position which they at present 
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possess. This position, as has been 
pointed out before, although based 
upon certain natural advantages pos- 
sessed by this country in the production 
of motion pictures, reached its full 
development only as a result of the War 
and its aftermath in the European coun- 
tries; and the dominance of the Ameri- 
can companies in world markets is 
not impregnable, although it is probable 
that American pictures will continue 
to play a leading role. Still, under 
the protection offered by the contingent 
system, it is only reasonable to believe 
that the non-American branches of the 
industry will be able to obtain a position 
of real strength. 

This development of the industry in 
other countries may not only take 
place through the operation of the 
forces considered in the preceding pages, 
but may also be fostered by stringent 
government regulation of imports, by 
government subsidy of the domestic 
industry, or even by government partic- 
ipation in the production of pictures. 
Many countries consider motion pic- 
tures to be of sufficient importance 
as propaganda to warrant the taking 
of such steps;and in that case, the devel- 
opment of a domestic industry would 
be assured, apart from the considera- 
tions taken up in this paper. The 
rapidity with which the internationali- 
zation of motion picture production 
will be carried on, and the lines along 
which the development will proceed, 
depend, therefore, not only upon the 
technical changes which take place and 
the bargaining ability of the various 
parties concerned, but also to a con- 
siderable extent upon the attitude 
taken by the European governments, 
and the action they take to support 
their views. 








SHORING UP THE REGULATION OF 
ELECTRICAL UTILITIES 
By MORRIS LLEWELLYN COOKE 


HIS American domain of ours was 

conceived by the Fathers as the 

heritage of a people seeking to 
build a Great Society—one bringing the 
maximum of romance into the lives of 
its constituent individuals. What min- 
isters to this aimis valuable. What de- 
tracts therefrom is to be avoided. We 
remind ourselves of this fundamental 
fact in view of the general tendency to 
discuss utility questions so largely in 
the light of what is considered good for 
the companies, and to ignore the 
paramount public interest. 

‘There is every reason to believe that 
electric service will prove of increasing 
public benefit. But even so it is 
conceivable that the electrical industry 
as at present organized and operated 
may not have this result. This nation 
was not created to afford a favorable 
environment for just any kind of a busi- 
ness enterprise. ‘This will be the ulti- 
mate decision of the people of the 
United States, no matter how much the 
real issues involved may be covered up 
and the verdict delayed by high- 
powered advertising. ‘Thereis,as Pres- 
ident Hoover says, “‘a time element 
in the triumph of truth.” 

One can easily be far from optimistic 
as to just how well regulation can be 
made to work. ‘There is a good deal 
to suggest that it is an unworkable 
scheme, particularly as applied to elec- 
trical utilities with their transmission 
lines traversing state borders and de- 
veloping rapidly toward a unified con- 
trol of a nation-wide property. But 
however unsatisfactory regulation may 


prove as an ultimate method, the 
country is not prepared, technically o; 
otherwise, for any immediate and wide- 
spread change to public ownership. To 
return to the general disorder of loca] 
control which preceded our present 
system would probably be a retrograde 
step. Even as to this one cannot be 
too dogmatic. lowa is still without a 
Public Service Commission, and its 
people seem more nearly contented with 
the utility situation than are the citizens 
of states where regulation has been in 
vogue some years. Again, the Consti- 
tution of Ohio places no obstacles to 
the building of municipal electric plants. 
Experience in Ohio suggests that it is 
cheaper to reduce private electric rates 
through the threat of erecting a mu- 
nicipal electric plant than to secure 
such results through long drawn out 
litigation before the State Commission. 

So every effort must be made to 
shore up regulation. It must be made 
to work so as to meet as nearly as may 
be the reasonable expectations of our 
people. And it should be obvious that 
one very important feature of regula- 
tion will be the careful safeguarding of 
the private interests involved. 


Regulation Does Not Regulate 


However, I begin with one definite 
conviction. Whatever people generally 
may think about it, our present system 
of State regulation really does not 
regulate. The latitude permitted to 
both administrative action and profits 
is so ample—so overwhelming—that 
relatively few acts of our Commissions 
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ch influence. Much less do 
. defeat the general purposes of the 
service companies. 
Public Service Commissions 
ineffective in most instances as 





eve them to be, they really 
n anti-social force—a liability 
1, th ather than an asset. ‘Their mere 
ally or sistence, and the fact that we make 
| wide- appropriations to them, lead the 
». To on the sidewalk to believe that his 
t local ests in utility matters are being 
resent cuarded. Let us see how this false 
grade security may affect the 
ot Ot jALIV IL. 
out a For about twenty years the operating 


qd its and holding companies constituting 


| wit! the electrical industry throughout the 
Zens | States, have been so thoroughly 
en j nated through the National Elec- 
nst Light Association as to act under 
es tically uniform policies. ‘Through 
ants research committee, its public 


it Is policy committee, and otherwise, this 
nal N. E. L. A. viewpoint has been 
effective in determining local 
pecially for the small consumer 
out and for domestic service—the latter at 
y high levels.1. Assume that 
to t laboration between the national 
authorities within the elec- 
ndustry has gone so far in the 
of fixing unfair rates as to 

a conspiracy—an illegal re- 

of trade. Assume further that 
given case the individuals 
ble have been indicted. Then 
tention is that no jury could 
| to convict them, simply 
the defense would claim that 
lly r our system of regulation there 
_ wsts no incentive for illegal price 
. n his would be altogether logi- 
practically all the states it 
in the power of the Public 


a) 
om 





What 


r has elaborated this point in 
for Our Homes, 1928. 
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Service Commission to lower rates 
which have been shown to be excessive. 
In other words, proceedings which 
would be quite effective under the 
common law are actually prevented by 
our present set-up. 

If, then, as I have assumed, regula- 
tion as at present practised is well-nigh 
futile, no change worth working for can 
be effected by any detailed tinkering 
with the system. What is required is a 
radical revamping. 


Subdivide the Work of the Commissions 


As a first step in the process, there 
should be a subdivision of the functions 
of the Commissions. ‘They now con- 
sider themselves as exercising pretty 
exclusively a judicial function. ‘The 
representatives of the public interest 
are accorded no more consideration 
than they would have ina court. The 
Commissions hear what is brought 
before them as would judges. It is 
quite exceptional for the Commissions 
to make the proceedings sufficiently 
informal to develop the inner facts 
quickly and accurately. The time of 
the Commissions is largely occupied 
with the determination of the rate base, 
or the valuation of the property of the 
operating company to be used for 
rate-making purposes. As _ originally 
conceived, the function of these Com- 
missions was to be very largely admin- 
istrative. And until we put this 
conception into actual practice our 
Commissions will be of very little public 
benefit. 

The energies of our 
are now largely consumed in writing 
decisions which will be proof against 
reversal by the Courts. To set up a 
specialized court to which all matters 
requiring judicial action might be re- 
ferred, would make it possible for 
our Commissions to assume the admin- 


Commissions 
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istrative control which was in mind, 
and in some states actually practised, 
when they were first created. 

As illustrating the complete depar- 
ture from this original idea, it may be 
stated that the Pennsylvania Public 
Service Commission, established in 
1913, has taken action in major matters 
only twice on its own initiative—once 
in establishing service standards for gas 
and electricity, and again in its study of 
rural electrification. As a rule, the 
Commissions move only when a ques- 
tion has been raised on the initiative of 
some one else. 


Revealing Accounting and Reporting 


If and when our Public Service 
Commissions assume an administrative 
attitude, one of the first matters to 
receive their attention will be the 
establishment of a system of reveal- 
ing accounting and annual reporting. 
They will do with gas, electric, tele- 
phone and water company account- 
ing, what the Interstate Commerce 
Commission has been doing with rail- 
road accounting. This will involve 
radical departures from the so-called 
Uniform System of Accounts, originally 
developed by the National Electric 
Light Association, and taken over with- 
out important change by practically 
all state Commissions. 

Fortunately, the Federal Power Com- 
mission, in its administration of the 
affairs of licensed water-power com- 
panies, has refused to adopt the Uni- 
form System of Accounts. Many of its 
inherent weaknesses have been devel- 
Federal Power Commission 


oped in 
The Uniform System of 


decisions.? 


2See “The Federal Water Power Act and Its 
Administration—A Summary with Suggestions (Con- 
fidential)”—a memorandum, the parentage of which 
is uncertain, published in the Baltimore Sun, August 


2, 1929. 


HARVARD BUSINESS REVIEW 


Accounts makes cost finding as known 
in the industries virtually impossible 

But the method of administering th, 
Uniform System of Accounts practised 
by our Public Service Commission: 
makes it far less effective than j; 
otherwise might be. Without a rea. 
sonably accurate separation of both 
capital and operating charges a; 
among generation, transmission and 
distribution, even cost studies’ are 
precluded. Even in any one State 
practise in this matter of allocation 
of charges varies among different 
companies, and even between any two 
reports of the same company filed jn 
successive years. In one instance gen- 
eration and transmission items will be 
combined; and in another, transmission 
and distribution items. Of 
there are plenty of instances where 
all three classifications are combined. 
Frequently, even where allocation un- 
der the headings of generation, trans- 
mission and distribution is made, the 
percentage of undistributed items in 
both capital and operating accounts 
is so large as to shroud actual costs. 
In the study of the Milford Light & 
Power Company, later referred to, the 
undistributed capital items amounted 
to 36%. In many of the recent con- 
solidations of two or more companies, 
fairly satisfactory subdivisions of the 
capital outlays of the individual com- 
panies have been swept into one un- 
classified entry, thus undoing the work 
of years. 

Recent studies of the annual reports 
of service companies in twelve states 


course 


ce 
SE 


3 The term “cost study” is used to indicate th 
occasional gatherings of capital and operating outlays 
chargeable to some particular service, and made 
to meet some particular need, as contrasted with 
cost analyses obtained from currently maintained 
cost-finding techniques. The distinction between 
the two classes of cost “facts” is well underst 
in railroad rate cases. 





-- that the Commissions will 

to initiate a system of checking. 

statement can safely be made 

no single instance has a Com- 

issi n its OWN initiative, and as a 

tter of routine, made an accounting 

ck the annual statement of an 

ratingcompany.* Doubtless if such 

ccasional checking of reports were 

ited, it would lead to a system of 

led instructions which would make 

inspection less and less necessary. 

in this way can be brought 

at uniformity, without which 

nd other operating compari- 

e impossible. These suggested 

in accounting technique can 

ted, if the Commissions wish, 
additional legislation. 


Vecessity for Cost Finding 


upon the heels of better ac- 
ting practise follows the necessity 
the establishment of simple cost- 
The electrical util- 

till claim that routine over-all 
costs cannot currently be se- 
This is in the face of the fact 

one representative service com- 
has been securing such costs for 


6 


snr 


lg methods. 


n years. 
desirability of adopting routine 
procedures, comparable 
se common in other American 
ries, has frequently been ex- 
| within the industry itself.7_ In 


? w, ae 
L-Nnaing 


California Commissions and possibly one 
ther Commissions in Western states do 
annual reports for estimating probable 
return. 
e Keport of the Giant Power Board to the Governor 
ylvania, dated Dec. 7, 1926, Appendix IX, 
{ Rate Spread” by O. M. Rau, p. 110. 


“Cost Finding for the Electrical Utilities,’’ 
W. Reed, Bulletin of the Taylor Society 
1929, p. 86. 


¢ Hathaway, Cost Finding an Aid to Regula- 
‘ew York: The Ronald Press Company), 
IX, “Publi: Utility Regulation.” 
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response, committees have been ap- 
pointed by the National Electric Light 
Association from time to time, only to 
be disbanded without making reports. 
The possibility and advantages of secur- 
ing over-all costs of various services has 
recently been ably discussed by Joseph 
B. Eastman, a member of the Inter- 
state Commerce Commission.* While 
this discussion pertains especially to 
railroading, there is much in it that is 
common to the whole utility field. 

Two principal ends are to be accom- 
plished through the use of a cost-finding 
system intheelectricalindustry. From 
the standpoint of management engi- 
neering, cost finding is an economy and 
efficiency measure. Industrialists out- 
side of the utility field would feel 
seriously handicapped without the as- 
sistance of cost finding. Likewise, it 
has been the experience of one electrical 
utility practising detailed cost finding 
that it affords the most effective agency 
for reducing costs. Cost finding as an 
aid to rate determinations has also 
considerable significance. ‘The reluc- 
tance of the electrical industry to 
practise cost finding is largely due to a 
fear that after the over-all cost of a 
particular service has once been deter- 
mined, it will immediately, and almost 
blindly, be utilized by public agencies 
in fixing rates.'° 

One outstanding spokesman of the 
private interests in this matter, Profes- 

® See “Proposed Report in Ex Parte 91,” by Hon. 
Joseph B. Eastman, Sitting Commissioner. 

® After a diligent search the author has been able 
to hear of only two electric companies in the United 
States—one located in Pennsylvania and the other 
in Iowa—which currently secure costs on the several 
classes of service. 

10“ Tt is absolutely necessary that costs should be 
analyzed, but our analyses should be only a study—a 
very thorough study—to guide our judgment. It 
would be a public misfortune to have the analysis 
fix the rates.’? Alexander Dow, President, Detroit 


Edison Company, Chairman N. E. L. A. Rate 
Research Committee. 
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sor Philip Cabot, of the Harvard 
Graduate School of Business Adminis- 
tration, has protested vigorously that 
it is impossible to make an allocation of 
costs which will be of significance in 
fixing the price of any particular service 
at any particular time. He takes the 
ground that the value of the service to 
the customer is a safer guide. 


Electric Costs and Rates 


In competitive industries cost deter- 
mination has proved to be an important 
technique, not as contributing directly 
to price determination, but informative 
to individual suppliers as to whether 
they can afford to produce the goods 
at the price determined by the market, 
thereby preventing individual and so- 
cial waste of effort. But in the indus- 
tries which are not competitive, of 
which the electrical industry is one, 
there is no free play of social forces to 
determine the market price on the basis 
of value of service, so that something 
akin to value of service as we know it 
in unregulated industries must be esti- 
mated indirectly. 

Every possible fact must be ascer- 
tained to guide regulatory bodies in 
determining a just price, and cost is one 
of the most significant facts. First, it 
enables the regulatory body to set a 
price which will yield the producer a 
profit; second, it enables the regulatory 
body, as the representative of the 
consumers, to estimate from that cost 
base what would likely be the market 
price (representing the consumers’ esti- 
mate of value of service), if the industry 
were competitive. In other words, 
an accurate cost gives data which, first, 
practically and positively permit the 
determination of a price just to the 
producer, and, second, are extremely 
helpful in making that price meet the 
consumers’ idea of justice. It is per- 
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fectly feasible, with the aid of a cos. 
finding technique now common through. 
out the industrial world, for our Cop. 
missions to insist that every new rate 
filed should be accompanied by a roy. 
tine cost analysis which affords a meas. 
ure of the justification for the change, 

A demand for revealing accounting. 
and even for cost data, originating 
within the industry itself was voiced 
by Ralph J. Baker, perhaps the leading 
utility lawyer in Pennsylvania, when 
he said: “Definite data, correctly 
assembled and thoroughly understood, 
are the sine qua non of all cases as to 
rates and finances, property purchases 
and sales, and the like... During 
the War—during the time of timorous 
Commissions, we got away with little 
short of felonious homicide . . . It is 
impossible to try cases today as we 
tried them in the War period . . . We 
must get away from generalities . . . 
The problem in which the consumers 
are, I believe, going to be interested in 
the next decade is the problem of 
relationship between rates for different 
classes of service . . . We must know 
much more than it has been my experi- 
ence that the companies’ records 
disclose.’’" 

Of course the Commissions must be 
given the power, if they do not now 
have it, to visé all contracts for manage- 
ment, purchases, construction, etc. No 
door which would throw light on the 
activities of the operating companies, 
if opened, must be closed to them. 
Even when not handicapped by legal 
restrictions, our Commissions are very 
reluctant to question the operating 
policies and acts of electric-service 
companies. This attitude can only 
be based on the theory that “ Mother 
knows best!” 

11See National Electric Light Association Bullet 
Vol. 83, May, 1926. 
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Master Planning 


function, having almost no 

n with the judicial and admin- 

functions already discussed, 

sometimes assumed to be 

- duties of our Public Service 

ssions, but which in practise is 

t totally ignored, might be called 

r-planning.”” ‘The attitude ap- 

to be that in this matter of the 

t ahead in electrical develop- 

nt even the best of our Commissions 

might not be expected to be equipped 

as well as are the companies themselves. 

Hence, in working out even the obvious 

of the future, the Commis- 

y entirely upon the initiative 

private companies and accept 

lgments almost without ques- 

In many foreign countries—not- 

England—a board, relieved of 

ent administrative duties, is 

y charged with sketching out 

ture and then taking the steps 

y to bring it about. This 

r-planning function was the prin- 

ught back of the Giant Power 

ard which it was proposed to set up 

‘ennsylvania during the administra- 

Governor Pinchot.'? Master 

¢ was the basis of the proposal 

' Governor Smith, re-made by Gov- 

Roosevelt, to establish a Power 
\uthority in the Empire State. 

\ plan whereby fairly general rural 

ation could be effected within 

f years—say ten or fifteen— 

necessarily be one of the ob- 

state-wide power 


of any 


master planning has so little 
on with those current, and 
t routine administrative, func- 
f the Giant Power Survey to the General 
Commonwealth of Pennsylvania, 


1925; also Report of the Giant Power Board 
r of Pennsylvania, December 7, 1926. 


tions which I believe should be reserved 
for our present Public Service Com- 
missions, that in states of any size 
separate agencies should be set up. 


Where Public Opinion Must Decide 


There are several moot questions 
of public policy bearing on regulation, 
which must be settled before any 
public-service commission can be ex- 
pected to exert a genuine control over 
the companies and the rates they 
charge. For instance, one school of 
thought holds that the prudent, un- 
impaired investment in the property 
of a utility is to be considered as 
the valuation or rate base upon which 
the proper return is to be computed. 
Opposed to this is the view that the 
present value, figured on the basis 
of what it would cost to reproduce the 
property at the time of the valuation, 
less depreciation, affords a more equi- 
table rate base. One valid objection 
to this so-called reproduction-cost-new 
theory is that it leads very directly 
to fictions which should find no proper 
place either in the technique of govern- 
ment or in the kit of an engineer. 

The reproduction-cost-new method 
presupposes a clean slate. Imagine, 
if you can, that there is no electrical 
company in New York City. Before 
one can be produced, or “reproduced” 
as is the vernacular, some one must 
conceive the idea that there should 


be such a company. So the first 
item that goes into the inventory 
a la reproduction-cost-new is the “‘con- 


ceiver’s charge,” or a fee to be paid 
an individual, or a group, for having 
conceived the idea that it would be a 
desirable thing to have an electrical 
company in New York City. Later, 
of course, comes the necessity for 
money to execute the plan for such a 
company. Advertisements are put in 











>) 
to 
to 


the papers notifying the public that 
stock will be for sale tomorrow morning. 
Great crowds of people gather at the 
fiscal office to enter their applications. 
What more natural than to have one 
or more policemen on hand to keep 
these crowds in order? So down goes 
the item in the capital account for 
the hypothetical wages paid these imag- 
inary policemen for rendering what 
would have been a useful public service 
if it had actually occurred. Under 
this reproduction-cost-new theory, this 
electric-service company which we are 
planning has no employees today, while 
tomorrow it may have thirty thousand 
who yesterday had no knowledge of 
the business. ‘Today, under our the- 
ory, each such employee stands fully 
equipped for his task. Hence, down 
goes the item on the balance sheet 
for teaching this newly recruited staff 
to perform their several functions. 
These assumptions that we have been 
making of the impossible, are very real 
by the time they reach the balance 
sheet. In the current New York 
Edison Company case this item for 
teaching the staff amounted to seven 
and a quarter millions of dollars. In 
the recently decided New York State 
Telephone case it was called the 
‘‘inefficiency factor,” and amounted to 
some twenty-five millions. 

This fictional quality in the repro- 
duction-cost-new theory is only one 
of the many arguments that can be 
made against it—arguments which were 
eloquently and cogently stated in a 
dissenting opinion by Associate Justice 
Brandeis, in the Southwestern Bell 
Telephone case, and in practically 
every utility valuation case which has 
appeared before the United States 
Supreme Court in recent years. In 
most of these cases, Justice Holmes 
has concurred with Justice Brandeis. 
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In recent years Justice Stone ha 


added his dissent. 


Prudent Investment Provides Full Justice 


It should always be pointed oy; 
that absolute justice in the matte; 
of return can be done just as wel! 
under the prudent-investment as unde; 
the reproduction-cost-new method 9 
valuation. Under the unimpaired pru. 
dent-investment method the valuatioy 
at any given time is obtained largely 
from the books. It will come wholly 
from the books, if they are properly 
kept and if there is no question as ¢: 
the prudence observed in making th 
investment. By using this somewhat 
fixed base and varying the rate of 
return, the property can be made 
yield any income which the Commissioz 
decides is proper. Under the repro- 
duction-cost-new method, however, the 
various items of property must be 
revalued by current prices every tim 
it is desired to question the income 
or the rates which provide it. Under 
the reproduction-cost-new method the 
rate of return is fairly stable, while th 
rate base varies with every change in 
the price level. 

So, with the question of justice as 
between the two methods entire) 
removed, my objection to the repro- 
duction-cost-new is that it is adminis- 
tratively unworkable. Some years ag 
while acting as a public official, | 
prosecuted an important rate Case. 
And after three years it was settled 
very satisfactorily out of court. | 
expended nearly $50,000 in pushing 
this case, and the company in defending 
itself spent probably $400,000 mort. 
If it had become necessary to question 
the rates of this company within 
the next year or two, it would have 
been necessary under the reproductiot 
cost-new method once again to ha! 
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ne has vered a good deal of the ground 
-opresented by these outlays. The 
y and expense of such procedures 


Susi - practically to bar rate cases. Un- 
ed ou ‘cg consumers—and especially domes- 
Matte “c consumers—can get reasonably 
as Well wick and inexpensive action in ques- 
$ unde; k ni rates, regulation cannot be 
hod oj -onsidered to have become a permanent 
ed pr sovernmental device. The late John 
luatior \{. Eshleman, President of the Cali- 


largel; | fornia Railroad Commission, once said, 
wholly ‘\ two-cent stamp starts a rate case 
roper!} a California.”” Perhaps such an atti- 
nas t tude may be too much of an invitation 
litigation. But as in most 
to question any rate involves 
ate ol the expenditure of many thousands of 
ade 1 iollars, it cannot be claimed that real 
control has been established. 
re are multiplying evidences that 
blic is becoming restive under 
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ist numerous decisions of the courts seem- 
y ul ng to give increasing weight to the 
nco! reproduction-cost-new method of val- 


Und iation. The United States Supreme 
u ( has not actually said that this 
iethod is anything more than one 
nge f a number of tests to be used 
letermining fair value. But recent 
| such as those in the South- 
tired) western Bell Telephone, Indianapolis 
iter and the United Railways and 
‘lectric Company of Baltimore cases, 
dicate that if the present tendency 
its decisions is maintained, the 
Commissions will be warranted in prac- 
ettied tically ignoring investment in rate-base 
in leterminations. 
shing Years ago the United States Supreme 
ling ourt, in the Dartmouth College case, 
mot ight to invest charters with a status 
t which the States did not want them to 
1 ave. ‘This obnoxious Supreme Court 
ha ttitude was then rendered impotent 
Uol- y the inclusion in subsequent State 
rs of a revokable clause. Public 


it a lecisions 
LOUIS, 
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authorities in a number of the States 
are now considering what steps can 
be taken to escape the dangers and 
abuses inherent in the reproduction- 
cost-new method, should it become 
the law of the land through edict of the 
United States Supreme Court. 


Prudent Investment by Contract 


That there is nothing unfair about 
prudent investment as a basis of valua- 
tion is shown by its adoption as the 
sole test of value in the Federal Water 
Power Act, a piece of legislation which 
was in the end overwhelmingly adopted 
by the Congress after nearly twenty 
years ofconsideration. Philip P. Wells, 
one of the authors of this Act, when 
later serving as Attorney General of 
Pennsylvania in the Pinchot adminis- 
tration, suggested that “The State 
should resist any effort to impose 
reproduction-cost-new by judicial fiat, 
through establishing prudent invest- 
ment by contract with the operating 
companies, dependent as they are for 
their existence, much less their growth, 
upon grants of one kind or another from 
the State.”” He argued that, in order 
to avoid the injustice and lack of 
regulatory control inherent in the repro- 
duction-cost-new method of valuation, 
it would be entirely proper for the 
State to demand that any electric 
company operating within its borders 
should agree, at least as to the future, 
that it would base its valuation for 
rate-making purposes on its unimpaired 
prudent investment. Especially as the 
electrical industry has most of its 
construction ahead, Mr. Wells held 
that companies might be allowed to 
secure what valuation they could on 
expenditures already made. ‘This pro- 
posal has been adopted by the Massa- 
chusetts Public Service Commission, 
and the Massachusetts Legislature has 
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been asked to pass enabling legislation. 
There are indications that the Common- 
wealth of Massachusetts intends to use 
every constitutional means to continue 
the practise, of thirty years standing, 
of basing return on actual investment. 
The escape from the reproduction- 
cost-new method which is afforded by 
prudent investment by contract, is 
pretty generally held to be feasible by 
lawyers representing public interests. 
Various suggestions have been made 
as to how these contracts can be made 
binding between the companies and 
the State and as to the ground they 
shall cover. 

There is a possibility that this ques- 
tion of the valuation of electrical 
utilities may presently become in a 
way academic. ‘The rates for domestic 
service, and those charged small users 
generally, are those which appear to be 
most out of line at the present time. 
It is these classes of customers that 
have most to gain from a proper method 
of valuation. The recent Worcester, 
Massachusetts, five-cent case suggests 
that relief to the small consumer may 
come by the allocation of costs among 
the several classes of service, i.e., 
domestic, commercial and power. In 
the Worcester case the Massachu- 
setts Commission fixed five cents as the 
maximum rate for domestic service. 
The Company challenged this rate in 
the United States Courts on the ground 
that it was confiscatory. ‘The Master, 
in sustaining the rate, practically al- 
lowed valuation on the reproduction- 
cost-new basis. The Company had 
claimed $16,000,000, and the Court 
allowed about $15,000,000. ‘The Com- 
mission had fixed the valuation on a 
prudent investment basis at $9,000,000. 
But the Master then proceeded to 
allocate the capital costs estimated 
on the reproduction-cost-new basis to 
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the several classes of service. Haying 
done so, he discovered that the five-cen; 
rate yielded in excess of 8% on domestic 
service, and therefore that it was clearly 
not confiscatory. 

This probably means that the retury 
from the power rates charged by the 
Worcester Company will not prove 
remunerative if these same reproduc. 
tion-cost-new values of plant and equip. 
ment required for power service are 
used. If this theory is correct, to have 
the property as a whole yield a proper 
return, it will be necessary to raise 
power rates. But the competition of 
these electrical companies is at the 
power end of the schedule. Any con- 
siderable rise in power rates would 
invite competition of various kinds, 
such as from Diesel engine installations 
in industrial plants, and in the develop- 
ment of publicly owned municipal 
plants. So it is possible that, should 
this idea of allocating costs to the rate 
schedule for which they are incurred 
become general with the Commissions 
and Courts, a good deal of the joy 
might disappear from valuations based 
on reproduction-cost-new. 


Variations in Definition of Depreciation 

Again as to depreciation, we find the 
widest range in interpretation and 
practise. Here one is reminded of 
the Wonderlandian colloquy: “ Alice: 
‘When I use a word, I make that word 
mean just what I want it to mean. 
Two Black Crows: ‘But you know you 
can’t do that.’”’ 

In the light of some recent decisions 
of the higher courts, in this matter 
of depreciation, one wonders whether 
Alice’s position was not justified. The 
Statutory Court, in the recent New 
York Bell Telephone case, establishec 
what would appear to be not only 4 
sound rule but perhaps the most impor 








hat could be rendered; that is, 


Having t 
ive-cent e operating charge for deprecia- 
omestic ist be in harmony with the 


depreciation to be subtracted 
ing the rate base. This deci- 
s contrary to what has been all 
it universal company practise. 

In the Baltimore Street Railway 
ne of the most recent utility de- 
cisions rendered by the United States 
Supreme Court—the majority opinion 
‘depreciation of property 
utility should be deducted, 
ts actual cost but its present 
This allowance can not be 
the original cost (italics mine), 
values have advanced, the 
is not sufficient to maintain 
feficiency.” Depreciationat 
ighly speculative. Butifitisto 
figured on hypothetical reproduction- 
w estimates of value, it becomes 
nearly as nebulous as an early 

‘fog on a Maine lake. 
be remembered that deter- 
ns such as this late ruling of 
ghest Court call for, are made by 
ry human beings whose mentality 
juently taxed by routine account- 
\ny such piling of Ossa on Pelion 
will mean valuations that can 
be attacked nor defended by 

of the market place. 


s clearly 


Federal Control 


gulation is to be made effective, 
measure of Federal control of the 
rical industry must be established 
ier to cover inter-state matters 
luding all control. At the re- 

lest of a citizens’ organization of 
illord, Pennsylvania, Mr. Otto M. 
recently made a study of the 
ions of the Pike County Light & 
wer Company, operating in and 
itthatcity. Electricity distributed 
Milford Company is purchased 
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from the Rockland Light & Power 
Company, with headquarters at Middle- 
town, Rockland County, New York, a 
subsidiary of the interests which control 
the Pike County Light & Power Com- 
pany. The Milford citizens properly 
complained of a 13-cent rate for domes- 
tic current. Mr. Rau discovered that 
the Milford Company purchased in 
excess of 500,000 kilowatt-hours a year 
from the Rockland Company at four 
cents per kilowatt-hour, a rate in excess 
of what its current had formerly cost. 
A common ownership forced the Mil- 
ford Company to buy from the Rockland 
Company. ‘This 4-cent rate is higher 
than any other rate paid for purchased 
power in any such quantity anywhere 
in Pennsylvania. It is probably at 
least twice as high as it should be. 
But because this current is generated 
in New York State, and since the 
Pennsylvania Public Service Commis- 
sion has no legal authority to cross the 
State border in searching for cost data, 
the citizens of Milford are apparently 
without redress. 

Several years ago an effort was made 
to draft a treaty among New Jersey, 
New York and Pennsylvania, under 
the compact clause of the Federal 
Constitution. The Pennsylvania and 
New Jersey Commissioners voted for 
the treaty, but a split in the New York 
delegation prevented the _ required 
unanimity. Personally, I believe such 
regional compacts under Federal au- 
thorization will give us the most effec- 
tive regulation, although the difficulties 
of negotiating them are admittedly 
great. A continued failure to act re- 
gionally or sectionally, however, will 
assuredly bring about some measure 
of Federal control. 

Already the National Electric Light 
Association admits that 10% of all the 
current generated in the United States 











is transmitted over state borders. Esti- 
mating this current to be worth an 
average of five tenths of a cent per 
kilowatt-hour, and recalling that na- 
tional production now approaches one 
hundred billion kilowatt-hours, this 
inter-state business in electricity already 
is seen to amount to at least $50,000,000 
annually. It will be the height of folly 
to continue to allow any such volume 
of business wholly to escape control. 

Sincere doubt is entertained in many 
responsible quarters as to whether it 
is possible constitutionally, and effec- 
tively, to regulate the interstate aspects 
of the electric industry. There can be 
no doubt that effective control may be 
established over the flow of current 
from one state into another. But the 
regulation of the holding company, 
and more particularly of the recently 
formed investment trust organized for 
control, is not so simple. 

There are investment trusts pri- 
marily organized for investment pur- 
poses. ‘Then, in recent months we 
have seen the creation of investment 
trusts organized to exert control in 
various fields, including the electrical. 
These are state-chartered organizations 
sometimes hastily thrown together. 
They function by possessing, through 
purchase or otherwise, varying per- 
centages of the voting rights of the 
operating units which they seek to 
control. It may be found legally im- 
possible to bring such state organiza- 
tions under any conceivable Federal 
agency. Itisentirely likely that among 
the forty-eight states there will always 
be found one or more which will be 
willing, for a fee, to give such agencies 
safe harbor. 

Within forty years the manufacture 
and purveying of electrical current 
was essentially a local business. ‘There- 
fore our present state-wide attitude 
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toward it is easily understood. Tey 
years ago there were no 220,000-volt 
lines. Originating in California, they 
have only within the last five years 
appeared in the East. Under average 
conditions such lines can transmit 
current over distances up to 300 miles. 
A line starting at Innsbruck in Austria 
has been practically completed; passing 
through Friederichshafen on Lake Con- 
stance, it reaches Cologne, Germany, 
and will ultimately be extended to 
Hamburg—a distance of over 500 
miles. While this line will be operated 
first at 220,000 volts, it is so constructed 
that within two years it is expected 
that it will be operating at 330,000 
volts—a voltage unknown in the United 
States. This line is one element in a 
grid of four 220,000-volt lines which 
will cover Germany. This develop- 
ment has been made possible by a 
practical unification in the electric- 
service companies of Germany, both 
those publicly as well as those privately 
owned. It becomes increasingly appar- 
ent that without such _ unification 
making it possible to tap the cheapest 
sources of power, both coal- and water- 
generated, the most effective electri- 
fication of a given area is impossible. 
Such developments make the present 
organization and regulation of the 
electrical industry, delimited as both 
are by state lines, seem trifling. 


Changes within the Electrical Industr) 


But no change in the laws or prac- 
tises affecting regulation of electrical 
utilities will produce satisfactory results 
unless and until there are brought 
about decided changes within the indus- 
try itself. At the present time it 's 
operated more like a nation-wide secret 
society than a great public service 
There are, of course, no peep-holes, 
or hooded men stalking about. But ! 
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HORING UP THE REGULATION OF ELECTRICAL UTILITIES 
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‘Annu 


the cards signed and counter- 
‘“‘oo0d for this day only,” 


imitted the leading men of the 


to meetings at which rates 


issed. 
we have such orders as that 


November 8th, 1929, by the 


ervice Commission of Penn- 
known as ‘‘ Administration 
11,” reading: 
al Reports filed with the Com- 
Public Service Companies 
its jurisdiction, shall be 
the inspection of the public 
nnection with and upon the 
a party to existing pro- 
the Commission, or 
ecific authorization of this 
n predicated upon a written 


Aa 
r »? eo) 
pDerTore 


iddressed to it and signed by 


int, setting forth in detail 


a sufficient and adequate reason 


blic interest.”’ 


hardly likely that such an order 


issued except to protect 


panies themselves against a 


nr 


pA 


oper measure of publicity. 


the admitted dominance of the 


industry in the affairs of 


neering societies, national and 


vhen the 


the industry. 


h engineering and quasi-engi- 
juestions as costs and rates, 
the public is specially inter- 
not discussed. 

d many years it has been 

impossible to secure infor- 

any kind directly from 
utility operating companies— 
information sought 
portant from any standpoint 
or less common knowledge 
Some years ago 


tried the experiment of asking 


twenty-five operating com- 
to the size of the smallest 


TO 
use in their territory. There 


ther similarly innocuous ques- 


ae 
te 
SN 


tion coupled with it. In due course, 
the general manager of the service 
company in the town from which the 
inquiry was sent out, called my friend 
to find out the purpose of the inquiry, 
although his company had not been 
the recipient of one of the letters. On 
being told it was not intended to 
use the information in any action 
against his or any other company, 
he replied: “Oh, then, I will tell New 
York that there is no reason why the 
inquiry should not be answered.” 
Within the last few weeks another 
friend representing a public agency 
sent out more than twenty-five letters 
making inquiry about the maximum 
and minimum use of current in rural 
service. One reply was received. 

Public Utilities Reports Annotated 


Another important reform that 
knocks at the door of the electrical 
industry, is that it shall abandon and 
completely disassociate itself from 
publishing Public Utilities Reports An- 
notated. ‘These reports, which are vir- 
tually the court reports bearing on 
the utility industries, were published 
in the early days of regulation under 
the auspices of the Association of 
Railroad Commissioners. ‘This was in 
the days when relatively few people 
were interested in the subject, and the 
circulation of these reports was neces- 
sarily limited. ‘There resulted from 
this publication relatively small annual 
deficits, which the Association was, I 
believe, too willing to pass on to some 
one else. The electrical industry of- 
fered to finance and take over the 
publication, and it is still in complete 
control of these reports. 


A relatively small percentage of 
decisions are published in full. A 
large percentage of them are only 


A g¢ vodly bal- 


abstracted and indexed. 
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ance remains entirely unmentioned. 
Here we have a situation in which, in 
giving to the public these commission 
and court decisions, there are many 
opportunities to suppress or to mini- 
mize what is not to the liking of the 
editors, who are essentially in the 
employ of the electrical industry, and 
similar opportunities to emphasize what 
they approve. 

That this can happen is illustrated 
by the failure even to mention General 
Order #27 of the Pennsylvania Public 
Service Commission—a far-sighted and 
liberal code covering all phases of rural 
electrification which had been the out- 
come of two years of intensive study of 
the subject. When sometime later the 
political complexion of the Commission 
changed, General Order #28, providing 
a system of charges much more favor- 
able to the companies, was issued. The 
latter order was immediately published 
in full in P. U. R. 

The fact that nine people out of ten 
who use these reports are not aware 
that Public Utilities Reports Annotated 
are issued by a party at interest, has a 
tendency to make them even more 
effective in influencing public opinion. 
It must also be recalled that these 


reports afford the only means by whic) 
the Courts and Commissions themselves 
are apprised of what is going on outside 
their own jurisdiction. The industry 
would be wise to detach itself from thi: 
responsibility and to use its influence | 
have this work conducted under some 
such disinterested auspices as contro] 
and publish court decisions generally, 
The regulation of these electrical 
utilities is at best a difficult task. |; 
may prove an impossible one. Seep 
only in the light of the abuses, there js 
much to tempt one to abandon the 
system. But the public does not 
appear to be prepared to adopt the only 
alternative. Even though widespread 
public ownership of these properties be 
the ultimate solution, public ownership 
offers no immediate relief except as a 
few outstanding large-scale successes 
such as Ontario and Muscle Shoals and 
Boulder Dam emphasize current abuses. 
Unless strong remedial steps are taken 
fairly promptly, we will drift to the 
psychology of the victor and vanquished 
and to the railroad situation of a genera- 
tion ago. Therefore, our immediate 
task is to shore up regulation and mak 
it work as effectively as possible, penc- 
ing the development of a better system. 








THE STEEL CONTAINER AS A METHOD 
OF HANDLING FREIGHT 
By ROSS M. CUNNINGHAM 
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el container is a relatively 
ece of railroad equipment, 
luced by the late A. H. Smith 
when he was president of the 
rk Central Railroad. Because 
posals of the railroads to 

her extensions of container 
Interstate Commerce Com- 
ntly held hearings on the 

es of container use.! Ex- 
\mes during the month of 
1929, made a report and recom- 
to which many parties 
exceptions. The Commis- 

- its final report and con- 

the presentation in the 
report and the exceptions 
ents of the parties. The 
ommendations in this pre- 
port were that the railroads 
iterially increase their rates 
freight in containers, and 
ntainer service is warranted 
tern territory. References 
port and its recommendations 
made at later points in this 


ire two main types of con- 
he first and most important 
merchandise container de- 
the carriage of less-than-car- 
while the second type is 

1 is used to transport brick, 
and other bulk commodities. 
handise container used on the 


rk Central Railroad is made of 


nth-inch steel strengthened 
igations, the inside compart- 
ng seven feet and one inch 


nd I. & S. No. 3,198. 
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high, eight feet and ten inches long, and 
seven feet wide. ‘This gives a capacity 
of 438 cubic feet; the weight empty is 
about 3,000 pounds, and loads of mer- 
chandise up to 10,000 pounds can be 
carried. ‘The bulk container is some- 
what smaller, having a capacity of 210 
cubic feet; it has a light weight of about 
2,300 pounds and can carry a load of 
3,000 brick, or about 13,500 pounds. 
This discussion will consider only the 
merchandise container. 

Six containers are carried on a gondo- 
la car and are transferred from the 
platform or motor truck to the car by 
means of an overhead gantry crane. 
Although such cranes have until re- 
cently been necessary for the utilization 
of container equipment, the develop- 
ment of the drop-side gondola car 
permits the use of an electric lift truck. 
As yet the use of this new car is not 
wide-spread. Merchandise is loaded in 
the container either in the factory of 
the shipper orin the building used by the 
forwarding agent. 

Container service was first offered in 
1921 between Cleveland and Chicago 
on the New York Central Railroad. 
Later this was abandoned because of 
inadequate traffic, and in 1922 con- 
tainer service was established between 
New York City and Buffalo, Syracuse, 
and Utica. In 1924, Cleveland was 
added to the points served, and in 1928 
Boston and Springfield, Massachusetts, 
Newark, New Jersey, and Wilkesbarre 
and Erie, Pennsylvania, were included. 

Although at present the New York 
Central offers the greatest amount of 








Ja 


container service, the Pennsylvania, 
Lehigh Valley and some of the other 
eastern carriers have been making con- 
siderable use of containers. 


Economies of Operation from the 
Standpoint of the Railroad 


That there are definite advantages to 
be gained through the use of containers 
to handle |. c. |. freight can not be 
denied. ‘There is a question, however, 
whether some of the economies urged 
are as important and far reaching as 
they seem at first sight. At the present 
time, the railroads are clearly divided as 
to the desirability of container opera- 
tion. The New York Central Rail- 
road, the Lehigh Valley Railroad and 
the Pennsylvania Railroad, which are 
now offering container service, natu- 
rallyfavorit. Although the last-named 
carrier seems to have some misgivings 
as to the propriety of the container 
rate, it otherwise strongly advocates the 
use of this equipment. Other eastern 
and some western roads are very 
strongly opposed both to the present 
use of containers and to any extension 
of the service.*, This opposition arises 
from two main causes. The first con- 
cerns the inherent desirability of con- 
tainers as an improvement in the 
handling of Il. c. |. freight, and the 
second concerns the present container 
rate structure, which allows indiscrimi- 
nate loading of all commodities under a 
single rate. 

The most striking economy apparent 
in the use of containers is the practical 
disappearance of loss and damage 
claims. In the seven years in which 
containers have been used, no claims 
have been filed against the railroads. 
All freight claims in 1928 constituted 


Railroad; Delaware, Lackawanna and 
Railroad; New York, New Haven and 


2 Erie 
Western 


Hartford Railroad; and Boston and Maine Railroad. 
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only 0.68 % of total freight revenue: 
Claims against l. c. 1. freight are 
higher than onc. |. freight, and the dis. 
appearance of this item means a cop. 
siderable saving both to the railroad 
and the shipper, the construction of the 
containers making possible some of this 
increased safety. Besides two locks on 
the outside of the door, there is a furthe; 
device which prevents entrance unless 
the container is lifted above the floor 
of the car, effecting a saving which js 
one of the strongest arguments for the 
use of this equipment in handling |. c. |, 
freight. 

Another source of saving is to be 
found in the reduction of both clerica! 
and manual labor in railway freight 
houses. Where merchandise is already 
packed in containers, the railroad is 
relieved of platform handling and a cer- 
tain amount of billing expense. Al- 
though rates for platform labor vary 
with different localities, the cost of load- 
ing and unloading a ton of l. c. |. 
freight is slightly under $2. The saving 
in clerical expense depends upon the 
number of individual shipments loaded 
in one container and thus moving under 
one instead of several bills of lading. 
When an individual shipper loads a 
container, there is no great saving to 
the railroad, because the contents would 
otherwise have been billed as one or at 
most a few items. When a forwarding 
agent ships a container, however, the 
merchandise loaded usually consists of a 
large number of small shipments which 
have been accumulated. Since the 
Universal Car Loading and Distributing 
Company supplies about 75% of con- 
tainer traffic on the New York Central 
Railroad and from 90% to 95 %* on the 


’The percentage of freight revenue taken by loss 
and damage claims has been decreasing apart from th’ 
decrease due to container use. 

‘ Examiner Ame’s report in the container case 
21,723 and I. & S. No. 3,198. 
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ntainer service has resulted in 


asiderable reduction in number of 


to be handled by the clerical 
[he cost per item varies widely, 

ding upon the size of the clerical 
the volume of traffic, but is 

ighborhood of 21 cents.® 


In reply to these alleged economies, 


rotesting railroads point out that 


ther handling nor clerical expense 


been eliminated, but that these 
nses have been shifted from the 
the forwarder. Asa result, 
verhead costs on the l. c. |. freight 
ntinues to go through the 
hannels is higher. Although 
abor at large stations can be 

vith approximate proportion 
lume of freight, this is not true 

al labor: a certain minimum 
ist be maintained, no matter 

| a volume of |. c. 1. freight is 
This would continue to be 
though the use of the con- 
hould become wide-spread, be- 
ertain articles of bulky and 
me nature are unsuited to 
use and must be carried in 


s argued, on the other hand, that 
of containers will result in 
ids per container car than are 
sible in |. c. 1. box cars. In 

c. |. freight used 25.04% of the 
ent on Class I roads but was 

2.78% of the total tonnage,® the 
produced being about 10% of 

tal freight revenue. ‘This means 

many box cars are running with a 


light load of 1. l. 


@) 


t1\ ely 


of Mr. Woodruff, formerly Assistant 

c Manager on the New York Central 

fore the Interstate Commerce Commis- 
tainer case. 

€. Sorrell, Professor of Transportation, 

i Chicago, in Trafic World, October 12, 
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freight. Asa general rule, freight must 
be loaded as received, and merchandise 
which may crush or soil other merchan- 
dise must be packed in a separate car. 
If the use of containers permits heavier 
loads per container car, box cars will 
be released for more remunerative 
service. 

It is not clear that much heavier 
loading has occurred. ‘The average 
load per container on the New York 
Central Railroad from June to Decem- 
ber, 1928, was 3.49 tons, and the aver- 
age number of loaded containers per 
container car was 2.41. ‘This gives an 
average container carload of 8.41 tons, 
which compares with an average l. c. 
l. box carload of about 7.5 tons. Al- 
though this is a somewhat heavier 
loading, the load per container seems 
rather high for the capacity of 438 
cubic feet. The president of a Cin- 
cinnati freight transport company testi- 
fied before the Interstate Commerce 
Commission that a container having a 
capacity of 850 cubic feet could not be 
loaded to more than 3.7 tons, taking 
the general run of I. c. |. freight. To 
achieve an almost equal load in a small 
container, the forwarders apparently 
have made a definite selection of heavy- 
density merchandise. To the extent 
that this is true, the advantages of 
heavier loading are nullified, since box 
cars must still be operated to take 
care of the bulkier and less valuable 
merchandise. 

A more real economy in container 
operation is to be found in the better 
utilization of existing terminals, the 
overcrowding of present terminal facili- 
ties being one of the most important 
and pressing railway problems of today. 
Expansion can be made only at almost 
prohibitive cost, and not at all where 
there is no land available. Under the 


present method of handling |. c. 1. 
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freight, both tracks and freight-house 
space in the most congested areas must 
be used, while with containers the 
crane can be located in a freer portion 
of the yard with consequent benefits. 
When a forwarding agent has a loading 
terminal this also is usually located 
in a less congested part of the yard, 
the advantages of this arrangement 
being twofold: the regular railroad 
freight house and track facilities are 
less crowded, and the motor trucking 
to the container terminal is accom- 
plished in a 
A further advantage in container use is 
alleged in the possibility of regaining 
trafic lost to motor trucks, a possibility 
confined to only a limited number of 
cases. Certain high-value commodities 
which were formerly moved in armored 
motor trucks can now be moved with 
equal safety in a container—silk and 
other valuable textiles, for example— 
but aside from special cases like these, 


less congested district. 


no conclusive evidence has been pro- 
duced to show that any traffic has been 
regained from motor trucks. 

Some further objections by protest- 
ing roads should, however, be noted. 
The investment in container equipment 
is heavier in two ways: in the first 
place, a container car with six container 
units costs about $3,920,? as against 
$2,000 for an ordinary box car; 
secondly, it is necessary to have an 
overhead crane to load and unload 
containers until the use of the drop-side 
gondola car electric lift truck 
becomes universal. Another difficulty 
is the greater empty mileage which 
may result from the use of container 
cars, the container car being designed 
exclusively to handle 1. c. |. freight. 
The box car can be used for either 
l. c. l. or c. |. freight and is to this 
extent more flexible; but where traffic is 


and 


7 $320 per container and $2,000 for the car. 


Pi- 


unbalanced, with the heavy flow Dre. 
dominately in one direction, the cop. 
tainer car may only aggravate th, 
situation. This is illustrated moe 
clearly by the westward movemen; 
which contains a large proportion of 
l. c. 1. freight: when the box cars reac} 
their destinations they are unloaded 
and in practically all cases used {o; 
through carload traffic from the Wes: 
the eastbound tonnage, consisting 4). 
most entirely of carload traffic. 
much greater than that which is moved 
westbound. 

Some of the economies from 
point of view of a railroad are, t 
fore, real, while others are cl 
questionable. The disappearance 
loss and damage claims and the reduc- 
tion of terminal congestion are imp 
tant savings. Reduction in clerical and 
platform expense, heavier loading and 
recapture of motor-truck traffic 
much more doubtful. If container us 
is to become wide-spread in the futur 
the importance of these latter econo- 
mies may increase; today they are not 
compelling. 


nhere- 


clea 


From the Standpoint of the Shipper 

Container service offers certain 
economies to the shipper. Merchan- 
dise does not have to be protected as 
carefully by crating and packing as in 
regular |. c. 1. service, and the danger of 
damage through the juxtaposition of 
heavier articles is not so great. The 
amount of this saving varies widely, 
of course, among shippers. Inas- 
much as a considerable proportion ot 
l. c. 1. merchandise is undoubtedly 
packed in some sort of carton at the 
shipper’s factory, where such a carton 
is strong enough to protect the mer 
chandise when moving as regular |. c. |. 
freight, the use of the container does 
not help out the shipper. A mor 
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fit is found in the absence 
damage claims. Besides 
furnishing merchandise to 
consequent danger of 

will, there is a considerable 
nse for the shipper in 
ibstantiating these claims. 
pointed out before, the use 
has resulted in the practi- 
rance of loss and damage 
moved by this 
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for each additional 500 
raction thereof, no restric- 
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1 certain oily products. 
ich more favorable charge 
the regular |. c. |. class 
some cases is even lower 









rload rate. 
ntainer service offer 
in smaller packing expense, 
s and damage claims, and 
shippers who can furnish 
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ntages do not accrue with 
to the small shipper, who 
ise of a forwarding agent in 
» container service. 
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rwarc used con- 






CONTAINER AS A METHOD OF HANDLING FREIGHT 333 











c. l. rate paid to the railroad and l. c. I. 
rate collected from the individual small 
shipper. The advent of the container 
has increased greatly the scope of the 
forwarder’s activities by furnishing a 
more flexible unit of transportation 
and in some cases an even greater spread 
between rates. The operation of a 
forwarder presupposes an agent at the 
point of destination to break down 
the consolidated shipment and to notify 
the various consignees, in some cases a 
delivery service being also provided. 
The forwarder usually attempts to 
secure an unused building in some part 
of the railroad yard to serve as a freight 
house, but where such a building is not 
available, land adjacent to the yard is 
secured and a building constructed. 
Crane facilities are either leased from 
the railroad or are owned outright by 
the forwarding company, public use 
of the crane being permitted for a 
small charge. 

The inducement held out by the 
forwarder to attract business from the 
small shipper is twofold. In the first 
place, there is a certain reduction in the 
regular |. c. |. rates: this amounts to 
10% off first class, 8% off second class, 
6% off third class, and 4% off fourth 
Secondly, the forwarder offers 
The small 


class. 
somewhat quicker service. 
shipper has no choice of routes, and, 
in fact, does not know by what means 
of transportation his merchandise 
moves. In some cities the forwarder 
also offers store-door delivery, an extra 
charge generally being made for this 
service although sometimes it is pro- 
vided free. Thus the forwarder is in 
reality a common carrier, although he 
is not recognized as such by law and is 
consequently free from all regulation. 

That this situation may not be desir- 
able from the point of view of public 
interest is apparent when the relative 
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proportion of |. c. ]. shippers who can 
use containers without the intervention 
of a forwarder is stated. Mr. Wood- 
ruff, formerly assistant freight traffic 
manager of the New York Central 
Railroad, testified before the Interstate 
Commerce Commission that out of 
18,000 potential |. c. 1. shippers in New 
York City, only from 300 to 400 could 
furnish the 4,000 pound minimum load. 
Thus by far the majority of the I. c. 1. 
shippers can not avail themselves of 
container service without using a for- 
warder. ‘This means two things. In 
the first place, practically all of the rate 
saving is absorbed by the forwarder. 
For a certain haul the first-class |. c. |. 
rates on a certain commodity might be 
$1 a hundred pounds while the con- 
tainer rate might be as low as S0 cents 
a hundred pounds. ‘The small shipper 
receives only 10 cents of this differ- 
ence, while the forwarder gets 40 cents 
with which to cover his expenses. 
Secondly, the shipper is without remedy 
if the forwarder should choose to dis- 
criminate among patrons. Although 
such discrimination is vigorously denied 
by forwarding companies, the danger is 
always present so long as forwarding 
companies are not required by law to 
publish and to adhere to their tariffs. 
However good the intentions of the 
officials of those companies, it is almost 
unbelievable that -under the stress of 
competition such discrimination has not 
occurred or will not occur in the future. 

Another form of discrimination inher- 
ent in container service which, however, 
has nothing to do with the forwarder 
is that among commodities. Under 
regular |. c. l. rates, any commodities in 
the same class can be moved at the 
same rate despite differing physical 
characteristics, but with containers it 
is not practical to load certain bulky 
articles which take up a lot of room. 
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Since these must move under regular 
l. c. 1. rates, the manufacturers of suck 
commodities are not able to attain the 
advantages of container service, |. 
pointed out earlier, this is also uno. 
tunate from the standpoint of the 
railroad, which must supply box cars ; 
carry this residual traffic. The recep; 
report of the Examiner on the subjec; 
of containers, while admitting the 
validity of some economies, commented 
at length on the necessity of the foy- 
warder and the possibility of dis. 
crimination. The greatest objection, 
however, centered on the present cop- 
tainer rate and its effects. 


Container Rate Structure 


When container service was origi- 
nated between Cleveland and Chicag 
at regular |. c. |. rates, no traffic was 
attracted, and when a 10% reductio: 
proved ineffective, the service was 
abandoned. In the East, the rat 
passed through two successive upward 
revisions until in 1928 it reached a level 
of 5 cents a mile, with an $8.25 mini- 
mum charge. The Examiner’s pro- 
posed report recommended that th 
Commission find this method of rate 
making to be improper. Although a 
discussion of the rate is to this extent 
ex post facto in nature, the effect which 
it has had is very interesting anc 
illustrates the danger of this type ol 
rate. Criticism by protesting rail- 
roads has centered on two main points 
—the low level of the rate, and the wa} 
in which it cuts across the class-rat¢ 
structure. 

The roads offering container servic 
have replied with three arguments: 
that low rates are necessary to attract 
traffic, that the container is an entire!) 
new unit of railroad transportation 
with a necessarily different type of rate, 
and that even with low rates a greate! 











STEEL CONTAINER AS A METHOD OF HANDLING FREIGHT 335 





In support of 


Pennsylvania 
the Lehigh Valley Rail- 
nted cost studies to the Inter- 
merce Commission. 
¢ a detailed analysis of these 
y be said that there is 
tion of the validity of the 


entative figures for various 
30 from the absence of cer- 
items of cost; note- 
being the 
iny container rental figure 
ts of the New York Central 
lvania railroads, because of 
these railroads 


It is doubtful, how- 
n the absence of this item 
» of the costs of operation 
furthermore, no interest 
ther on container car or crane 


included, the New York 


Pennsylvania 
I The Lehigh 
Railroad frankly admitted that 
| not show a profit with the pres- 
tainer load per car. 


nsiderations. 
» in the United States under a 
tem in which different classes 
odities are charged different 
justification 
ind in the value of the trans- 
rather than 
Articles of high value are charged 
in order that commodities of lower 
be offered a rate at which 
for business 








modity rates are sufficient to cover 
the direct out-of-pocket costs and a 
part of the overhead costs, but the 
rest of the overhead expense must 
be covered by a surplus earned on 
high-value commodities. 

Another type of adjustment has 
also been attempted under the existing 
class-rate system. Many competitive 
cities have been placed on an equal 
footing with regard to transportation 
rates, especially in the West and South- 
west, where jobbers have been par- 
ticularly active. The function of the 
jobber is to buy merchandise in car- 
loads and distribute it in small lots 
to retailers in his vicinity. Thus, in 
any given territory the jobber who gets 
lower rates than a competitor in a 
nearby city has an important advan- 
tage. On traffic moving for long hauls, 
the Commission has frequently ap- 
proved extensive rate zones in order 
to place competitive cities on as nearly 
an equal basis as can be attained. 

Both of these features of the existing 
class-rate structure are upset by the 
container rate. In the first place, 
no important limitation is made upon 
the type of merchandise which may 
be loaded in a container, a heterogene- 
ous assortment of different classes 
being carried under one rate while 
the higher-value merchandise, which 
is often more susceptible to damage, 
is very suitable for the container. 
Thus, the railroad loses the extra 
return usually earned on high-value 
shipments, which is necessary to make 
up for inadequacies resulting from 
lower-value shipments. With the pres- 
ent volume of container traffic, of 
course, this is not a vital consideration, 
but with wider use the loss in revenue 
would be more severe. At the recent 
Interstate Commerce Commission hear- 
ing the protesting railroads expressed 











7 
fears that the low level in container 
rates might result in pressure for 


lower c. |. and |. c. 1. rates, an important 
consideration, since the railroads in 
the country as a whole are already 


having difficulty in earning a fair 
return under the present rates. 
3esides the loss in revenue, the 


derangement of competitive equality 
between cities is important both from 
the point of view of the railroad and 
of the shipper. Under the class-rate 
system, Boston can ship to St. Louis 
on a rate parity with New York, but 
with the use of containers, Boston 
would have to pay from 10.4¢ to 16.2 ¢ 
more per 100 pounds.’ Likewise, the 
container rate places Syracuse at a 
disadvantage ranging from 6¢ to 10¢ per 
100 pounds,’ as compared with Roches- 
ter, in shipping to western points. 


The Point of View of the Shipper 

Such a disadvantage may be very 
serious from the point of view of the 
shipper, since the jobber to whom 
he sells will prefer to buy from the 
city where he can get the lower rate, 
making discrimination between locali- 
ties almost inevitable. Despite this 
fact, a number of shippers appeared 
before the Interstate Commerce Com- 
mission and testified in favor of con- 
tainer service. It was not clear, how- 
ever, how much this attitude was 
fostered by the large savings in trans- 
portation costs available to shippers 
who could supply a 4,000 pound load, 
and how much by the other advantages 
of container service. The effect of 
the rate for such shippers is a practical 
subsidy from the railroad. ‘This situa- 
tion obviously discriminates unfairly 
between these shippers and the great 

§ Examiner Ames’s report in the container case No. 


21,723 and I. & S. No. 3,198. 
9 Tbid. 
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mass of smaller shippers, who mys, 
either use a forwarder or pay the 
regular |. c. |. rates. This criticism ;, 
one of the strongest which can }y 
made of the practical working of the 
container rate. As stated earlier, only 
from 300 to 400 1. c. |. shippers out of ; 
possible 18,000 in New York City cap 
furnish a unit shipment weighing 4,000 
pounds or more. Furthermore, ever 
in this small number of shippers there 
is a certain amount of discrimination. 
since the rate per 100 pounds decreases 
with heavier loading. Thus, the ship- 
per furnishing 7,000 pounds is some- 
what better off than the shipper 
furnishing only 4,500 pounds. 

The behavior of the container rate 
with increases in distances also results 
in discrimination between lengths of 
haul. After the minimum charge of 
$8.25 is passed, the rate increases in 
exact proportion to the distance. 
Since class rates do not increase pro- 
portionately to distance, the longer the 
haul, the smaller the spread between 
the two, and consequently the shipper 
who sends a container to a point about 
300 miles away receives a relatively 
larger saving than the shipper wh 
sends a container to a point 1,000 miles 
away. ‘Thus the container rate results 
in discrimination between localities, 
between small and large shippers and 
between long and short hauls. 


The Point of View of the Forwarder 


Needless to say, the forwarder bene- 
fits greatly by the container rate, 
because small lots of merchandise can 
be shipped in a container practically 
at carload rates. The greater flexi- 
bility thus obtained enables an exten- 
sion of service to more points than wa: 


possible through the use of the con- 


solidated box car. ‘This extension ©! 
service, however, does not offset U 
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against the many small 
it is uneconomical for 
, company to maintain an 
se towns must use regular 
, and they are thereby at 
ge compared with other 

, have container service. 
between the container 
rates is greatest for distances 
ut 300 miles. In some cases 
rder receives as much as the 
r shipping merchandise. 
the railroad is relieved of 
nd clerical expense, it seems 
rwarder should not receive 
turn for his services. Since 
ler is unregulated and does 
reports, there is no way of 
much revenue in such cases 
fit. There is no doubt, 
hat the small shipper is 
ure a reduction commen- 
the low level of the con- 


nt of View of the Interstate 
merce Commission 

de of the Interstate Com- 
mission is necessarily the 
rehensive of all interested 
is body has been respon- 
ge measure for the present 
ructure and has striven by 
chaustive investigations to 
nreasonable discrimination 
sible. As a consequence, 

y looks askance at any 
which threatens the existing 
furthermore, the Interstate 
Commission has always 
tive champion of the small 
Under the container rate, 
tion against the small shipper 
ble. Another consideration 
ind in the Hoch-Smith Reso- 
ich directs the Interstate 
Commission to investigate 


the rate structure of common carriers 
to discover any abuses, and so to re- 
adjust schedules as to favor agricultural 
products with the lowest possible rates. 
Inasmuch as the carriers are to be com- 
pensated by increasing rates on high- 
value and luxury commodities, the 
container, with its mixed loading privi- 
lege and its attraction of high-revenue 
tonnage, partially defeats this possi- 
bility. 

As a result of this attitude, the find- 
ings of Examiner Ames, that the rate 
structure is wrong in principle and is 
unlawful, are not surprising. Among 
the other interested parties, a differ- 
ence of opinion has been manifest. 
The railroads which have been offering 
container service attempt to justify 
both the structure of the rate and its 
low level, but the evidence brought 
forward by cost studies and testimony 
of witnesses is not conclusive. The 
forwarder is quite on the other side of 
the fence, since he is able to profit very 
materially. Although the large l. c. |. 
shipper is also in favor, since the lower 
rate is clear gain, the great majority 
of |. c. |. shippers are not able to profit 
greatly, since they must deal through a 
forwarder. It is true that the for- 
warder may offer better service than 
the railroad and that to this extent the 
small shipper benefits, but this service 
alone does not justify either the exist- 
ing discrimination between the large 
and small shipper or the large slice of 
the container rate which goes to the 
forwarder. 


Conclusion 


Both the economies of container 
operation and the effects of the con- 
tainer rate have been treated, certain 
economies of operation standing out 
clearly, while others are of doubtful 


significance. ‘The container rate situa- 
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tion is undesirable both as to its level 
and as to its structure, for if the con- 
tainer is an efficient piece of railroad 
equipment, it should be able to sell 
itself without a subsidy in the form 
of an abnormally low rate. If it can 
not do this, extension of its use would 
seem undesirable. Furthermore, it is 
essentially a device for handling 1. c. 1. 
freight alone, and its use is unwise in 
territory where such traflic is scarce. 
The railroads which offer container 
service are now faced with the prob- 
lem of deciding upon a rate which 
will be satisfactory to the Interstate 
Commerce Commission. Such a rate 
presumably will not cause the dis- 
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criminations among shippers, localities 
commodities and lengths of hauls which 
were present under the suspended tariff 
Because of the very nature of the 
container, this is a difficult problem, 
If a rate can not be devised which wil] 
fit the present rate structure, the future 
of the device is uncertain. Although it 
has advantages, they are not sufficient 
to compensate for the disturbances 
which an unsuitable rate might cause. 
The forwarder also should be considered 
and the possibility of regulation seri- 
ously debated. Since the danger of 
harmful discrimination is always pres- 
ent, the interests of the small shipper 
should be carefully guarded. 
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THE QUICK-FREEZING PROCESS AND THE 


DISTRIBUTION OF PERISHABLE FOODS 


UICK-FREEZING 


By ALLEN 


is a 


new 


means of preparing perishable 
The process 
such a large influence on our 
tributing system that a review 
pects will be especially inter- 
le it is still in an early stage 
‘rcial development. 


} 


Pr 


\ds for market. 


cess of Quick-freezing 


rm “‘quick-freezing’’ may be 


Ab} 


1 


lied to any process which 


ezing at a rate faster than 
Specifically, the designation 
uld be applied only to proc- 


freeze products so rapidly: 


vent the building up of the 
stals which form in ordinary 


ao 


ezin 


— 


Scientists point out that 
g preserves all the charac- 


f fresh foods because it elimi- 
growth of crystals sufficiently 
break the cells. 


! 


Photographs 


the Massachusetts Institute 


logy! indicate clearly that the 
fish and meats frozen by the 
Process of quick-freezing re- 


tact, 


while those of slowly 


fish and meats are badly torn. 
ve experimentation has shown 

1 with broken cells loses its 
of freshness, 
d with whole cells tends to 
fresh flavor and color. 
may be done before or 
treezing. If it is unnecessary or 
ble to package a food either 
t cost or because quick-freez- 


aging 


ang 


appearance 


Engineering 


Chemistry, 


May, 
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ing is done only for storage purposes, 
there are several methods by which the 
quick-freezing can be done. But now 
only the Birdseye Process, developed by 
Clarence Birdseye and controlled by the 
General Foods Corporation, permits the 
placing of foods in packages before 
freezing. By this process thoroughly 
prepared fish fillets or other fresh prod- 
ucts are wrapped in moisture-proof 
cellophane and then placed in one- 
pound, two-pound, or larger waxed 
cartons. ‘The cartons are passed be- 
tween two endless monel metal belts 
which are continuously sprayed with a 
refrigerating brine maintaining a tem- 
perature of about 45° below zero, Fah- 
renheit. When the cartons emerge after 
less than one and one half hours of 
exposure, they are filled with the solidly 
frozen product. ‘The packing process is 
completed by placing the cartons in 
insulated fibreboard containers of cor- 
rugated fibreboard for storage or ship- 
ment. Foods frozen in this manner 
can be preserved at suitable tempera- 
tures for many months without shrink- 
age or deterioration. 

Unpackaged products, especially fish, 
in freezing assume shapes which are 
awkward and inconvenient for wrapping 
and placing in cartons. ‘The result is 
that the amount of package space and 
wrapping material is often doubled or 
tripled, thus adding heavy expense and 
increasing the storage space required. 
It follows, too, that when the food is in 
odd shapes it does not appear so attrac- 
tive in packages as it does when evenly 
filling the package and presenting a 
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smooth, solid surface. Technically, one 
advantage of packaging before freezing 
lies in the ease of handling through the 
freezing process, but the chief value 
is in the reduction of the surface area 
exposed to the air. This retards thaw- 
ing and reduces the loss of freshness. 

Although several processes are avail- 
able, those most practicable commer- 
cially are well covered by patents. A 
decision to hold these processes for the 
private use of the controlling companies 
might lead to narrow application for 
some years. ‘That this will not be the 
situation, however, is indicated by the 
fact that probably the most prominent 
patent-holding corporation is under- 
stood to favor licensing its process to 
dependable manufacturers. ‘This plan 
is based on the belief that the rapid 
spread of knowledge and use of quick- 
frozen foods will reflect benefits to all 
alert manufacturers concerned. The 
installation of this process does not in- 
volve a large outlay of capital. For 
those companies with large potential 
output, total cost of equipment and 
royalty will probably be relatively in- 
significant as reflected in cost per pound 
of production. 

Mr. Birdseye estimates the cost of 
packaging and freezing under the Birds- 
eye Process and of the subsequent plac- 
ing in insulated containers, at 2.85 cents 
per pound.’ Offsetting savings will 
reduce or even cancel this cost in the 
case of some foods. Fat, bone and 
trimmings from meat will be manu- 
factured into by-products in packing 
houses; much of the spoilage waste of 
fruits and vegetables will be eliminated; 
removal of inedible portions will reduce 
shipping weight and storage space, 
while close packing will minimize re- 
quired refrigeration. Combine with 


2 Facts in Food Distribution, American Institute 
of Food Distribution, Incorporated, Oct. 26, 1929. 


these savings a possible reduction of 
distribution costs through controlled 
and standardized methods, and the 
outlook for reasonable cost is promis- 
ing. Price may at first appear high, 
but users should soon realize that every 
pound is a pound of usable food. 


Marketing Quick-frozen Products 


The market has been taking an 
increasing quantity of packaged quick- 
frozen fish products for more than a 
year. In fact, a Gloucester company 
which has sold packaged quick-frozen 
fish only since the fall of 1928, had a 
sales volume of 1,300,000 pounds in 
the month of September, 1929. This 
company makes shipments from its 
Gloucester and Boston plants in fully 
refrigerated cars for long hauls, and 
for shorter trips in cars chilled by ice 
left in the bunkers from incoming 
shipments. Under summer conditions 
quick-frozen fish have been delivered 
in Chicago, in Texas, and even on the 
Pacific Coast in unthawed condition. 
Even if thawing does take place during 
the marketing process, the fish are in 
the fresh condition in which they were 
packed, and can remain in stock as 
long as refrigerated fresh fish before 
spoiling. Obviously the ideal arrange- 
ment is to maintain the solidly frozen 
condition until delivery to the user. 
If storage is to be effected at destina- 
tion, thawing must not have taken 
place in transit, for the net result is 
slow-freezing and formation of large 
crystals, the very condition which 
quick-freezing seeks to eliminate. 
Quick-freezing of fish seems to be 
successful, in spite of the fact that 
many dealers have handled the product 
with little or no refrigerating equ!p- 
ment, and that distributing arrange 
ments are by no means perfected. — 

Ocean fish products are shipped from 
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re inland, and fresh-water 
transported from inland points 
asts. Quick-frozen fish are not 
r the local markets surround- 

g ports, but since much of the 
es to other parts of the United 
or to export markets, the proc- 
ild develop to the point where 
| be possible to handle much of 
lume of long-haul shipments, 
preserve for later consumption 


varieties of fish which are caught 


1 


t certain seasons. An idea of the 
le extent of this business may be 
| from the fact that the United 
has been freezing about 100,000- 
inds® of fish in bulk each year, a 
part being ‘“‘slow-frozen.” A 
rable part of the volume may 
packaged, because the lower 
selling at low prices will hardly 
the load of packing costs when 
ng with fresh fish in bulk. 
yrospects of marketing “‘quick- 
meats and poultry are now 
ng much attention, since the 
» may aid in solving some of our 
distributing problems. Suc- 
experiments in the quick-freez- 
uts of meat fully prepared and 
for the consumer have war- 
a large eastern meat packer in 
ping his plant for turning out 
chops and a general line of 
in packages. The move will 
less be followed by others, pos- 


by the big packers, if early results 


romising. 


much as meats can be bought 


ighout the year, it appears that 


held of 


meats will be the most 
for the quick-freezing process 
Many people will insist 


1ving their meats cut at the time 


hase, and fresh meat shops will 


rigeration of Fish,” by Harden F. Taylor, 
Fisheries Document No. 1016, 1927. 


continue to care for this demand. 
Where customers are ably served at 
present, the change to quick-frozen 
meats will not be advantageous. For 
those getting only average or mediocre 
service and quality, quick-frozen foods 
may bring distinct improvement. 

Although large quantities of berries 
have been sold in chilled or frozen form 
for several years, further scientific 
development is required to put the 
marketing of quick-frozen fruits and 
vegetables on a secure commercial 
basis. Investigators find that the reac- 
tion of quick-freezing on the delicate 
cell tissues of fruits and vegetables 
is different from the effect on cell 
tissues of flesh products. However, 
peas, green beans, asparagus, spinach 
and other vegetables when quick-frozen 
compare favorably with the fresh prod- 
ucts, and one may reasonably expect 
further experiments rather soon to add 
many varieties of fruits and vegetables 
to the quick-frozen list. 

Fresh vegetables and fruits will un- 
doubtedly be preferred during the 
growing and ripening season by those 
users within reasonable range of the 
producing areas. In more distant mar- 
kets and in congested areas, where 
delay and handling hasten decay, it will 
not be surprising tosee preference shown 
for quick-frozen packs even during the 
active season. But it is in the non-pro- 
ducing seasons that quick-frozen foods 
will be most wanted in the markets. 

This new agent of preservation is not 
comparable to anything that has gone 
before. Commercial canning merely 
took over the canning which had been 
done in the household. Quick-freezing 
comes with a much wider potential 
application, but it has a bigger job 
than the canning process faced, because 
it presents food in an entirely new form, 
and it must convince the user of the 
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quality of the products. In favor of 
quick-freezing is the fact that it re- 
moves some of the drudgery from the 
kitchen by preparing foods in conven- 
ient sizes for the frying or stew pan or 
even for the table. 

The extent of future development for 
quick-frozen foods can not now be 
foreseen. It is merely quite certain 
that quick-freezing will not capture 
the entire sales volume of any one 
product to which it is applicable. 
Progress depends largely upon the 
approval of the housewife: some prej- 
udice against frozen foods must be 
broken down and her confidence must 
be created through careful grading, 
packing and handling. Success also 
depends very much on dependability 
of quality, which can result only from 
strict adherence to quick-freezing as 
opposed to slow-freezing methods. 

A very useful aid to quick-freezing 
and an agent of marked value on its 
own account deserves mention. It is 
solid carbon dioxide, commonly known 
as “Dry Ice.”’ This new ice is being 
widely used in delivering packages of 
ice cream either by truck or mail. It 
holds temperatures as low as 109.3° 
below zero, Fahrenheit, and _ passes 
directly from the solid state to a gas, 
thus not wetting paper containers in 
melting. Dry Ice can be adapted to the 
handling of many perishable products, 
and it gives promise of being especially 
useful in icing quick-frozen products 
for mail or express shipment. As price 
is reduced through volume production, 
Dry Ice will be likely to compete suc- 
cessfully with mechanical refrigeration 
and water ice in cooling display cases 
and refrigerator cars. 


Effect on Distribution Channels 


Food distribution channels are in a 
If quick-frozen 


state of rapid change. 


foods should bring the advantages 
claimed for them, certain new change; 
in channels will be made and some 
movements in progress will be hurried 
on tocompletion. Some of the present 
features of distribution which are tend. 
ing to reshape distributing channels 
are: growth of chains, trend toward 
complete food shops, chain entry int 
packing business and threat of fur. 
ther expansion in that field, merging 
of food manufacturers to reduce dis- 
tributing costs, formation of groups o’ 
independent manufacturers for main- 
taining joint warehouses in strategic 
centers, gradual weakening of th 
wholesale grocer, and efforts of t! 
packers to have the Consent Decre 
set aside in order that they may b: 
free to utilize more fully their distribut- 
ing equipment. 

In attempting to discover furthe: 
economies in business, increasing em- 
phasis is being placed on distribution. 
The greatest waste naturally occurs 1 
handling perishable foods. Methods 
of distributing some of these foods hav 
improved so little with the growth o! 
volume that sound proposals of changes 
may fall in well with the prevailing 
spirit of progressiveness. Quick-freez- 
ing gives evidence of benefiting th: 
manufacturer, the distributor and th 
consumer. Although the process 
still in an early stage of commerc 
development, let us observe tho 
changes which may be brought about 
in the channels of food distribution 11 
quick-freezing attains a considerab! 
measure of success. 

Pioneering in quick-frozen produc 
will probably be done by independen' 
stores and by scattered test chain 
stores. The chains are not likely ' 
commit themselves on an extens!' 
basis while the future of quick-froze! 
foods is doubtful, but they will 
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move rapidly at indications 
Their present problems will 
‘ified in several respects. With 
te shift from fresh to quick- 
it departments, with all meats 

in cured or quick-frozen 

t only will the need for skilled 


be eliminated, but stock 
will become more effective, 
ll deliveries to stores will 


nt a definite amount of potential 


ich can be accounted for in 
nventory. Central buying will 


able for quick-frozen meats 
f standardization and keeping 
It is no secret that the intro- 
meat departments into chain 
brought difficult problems 

|, stock-control and buying, 
ked element of relief from this 
should tend to lessen the 
tablishing packing houses. 
been pointed out that some 
f the sale of quick-frozen foods 
bly be done in independent 
\s a group, however, inde- 
tores will have less induce- 
chains to shift to quick-frozen 
many merchants cut 
meat, or have reliable em- 
nder close supervision. ‘The 
» change should be greatest 
e stores not carrying meats, 
ers wish to enter the meat 
without heavy expense and 


because 


ving to larger quarters. 
penditure for a 
enter the field of quick-frozen 
| greatly influence his decision. 
andling requires a refrigerated 
e maintaining a temperature 
mately 10° to 15°, Fahrenheit. 


necessary 


displays of meat, fish, vege- 

fruits can be made in these 
le large reserve stocks are held 
In large 


ite compartments. 
eral cases may be used, pos- 


sibly with each line of foods displayed 
in a separate case. The expenditure 
for such a battery of cases is not 
excessive compared to the cost of large 
ice boxes, display counters, meat blocks 
and tools used in the typical meat 
shop. ‘The entire cost is in the display 
cases, and this cost is modified by the 
relatively smaller space required for the 
display and stock of the quick-frozen 
food. But this consideration does not 
appeal to the merchant who already has 
a heavy investment in equipment for 
handling meats and other perishable 
foods. He will add new equipment and 
junk the old only when he is sure that 
the change is compensated for by greater 
profits, better service, or both. 

Stock control, although presenting 
some difficulties, will be much more 
effective than the methods devised for 
fresh-meat control. Consumers’ needs 
are subject to wide variations of quality 
and quantity. An animal 
carved into numerous types of cuts, 
some high in price and others low be- 
cause of relations of supply and demand. 
The subdivision is complicated by 
variations of quality attributable to 
the age of the animal, methods of 
feeding and different names applied to 
the same cuts from district to district. 
The merchant can prepare himself by 
deciding the quality or qualities of 
meats he will deal in, and by carefully 
studying his trade to determine the 
cuts and quantities most frequently 
used. ‘The packers can assist by study- 
ing their markets, and by promoting 
uniform grading and descriptions of 
Some will 


carcass is 


cuts and qualities. stores 
not attempt to carry the larger cuts 
because there are few calls for them. 
Most requests of this sort can be met 
by selling two or more packages, and 
the cost of separate wrapping can be 


pointed out as practically negligible. 
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It may be urged that branded pack- 
aged meats favor price comparison and 
make price cutting easy and effective. 
Undoubtedly this is true. But the 
present situation is that the public is 
so incapable of judging quality of meats 
that questionable dealers advertise re- 
duced prices and substitute inferior 
grades of meat for the grades adver- 
tised. Brand name will designate qual- 
ity in quick-frozen meats, and reputable 
merchants will not easily be subjected to 
this unfair type of competition. An- 
other relieving condition will be that 
packers of quick-frozen products will 
know their costs better than many 
small merchants do. The dealer will 
no longer have to apportion costs to 
the various types of cuts taken from 
a quarter or a whole carcass. An in- 
voice will be received from the packer 
with the price of each package, or of 
each pound of a certain cut. ‘This 
will tend to eliminate much of the 
pricing below cost which is attributable 
to ignorance of cost. 

If price cutting becomes wide-spread, 
the chains may be forced to resort to 
private brands as they have done in 
groceries and canned goods. Such a 
move may necessitate the setting up of 
their own packing houses in order to 
insure dependable quality and supply. 
It is entirely possible, however, that the 
smaller packers will gladly do private 
branding, or that the big packers will 
concede the service in order to prevent 
the chains from doing their own packing. 


Effect on Packers and Large Food 
Distributors 


As to the packers, it has been pointed 
out that quick-freezing may play into 
their hands. They already have ex- 
tensive slaughtering, packing and dis- 


tributing facilities, and should be able 
to undertake large-volume quick-frozen 


production and delivery much sooner 
than other organizations. Thus. 
quick-frozen products effect the ex. 
pected improvements for chains, the 
packers will have reduced the chain- 
store need for packing-plant ownersh; iD 
by helping toward a solution of chair 
personnel, stock-control, and buying 
problems. ‘True, chain buying power 
will become more centralized and mor 
effective against the packers Steen 
of the standardized nature and keeping 
qualities of quick-frozen meats, hes to 
the packers the maintenance of volume 
and full utilization of facilities js of 
prime importance. 

Quick-freezing will act as a safety 
valve in the packers’ seasonal problem, 
It permits the packing of excess stocks, 
holding them in storage several months, 
and offering them forsale during periods 
of relative shortage. The net result 
should be the elimination of much 
waste from spoiling, a tendency toward 
equalization of price, and a more vni 
form consumption of meats through the 
year. It is not expected that quick- 
freezing will markedly affect the longer 
cycles of oversupply and undersupp}y 
of certain kinds of meats, but the fluc 
tuations of price within a given year 
should be steadied. 

The packers have developed br 
names which are undoubtedly of muc! 
advertising and prestige value, espe- 
cially with dealers. Still, so much con- 
fidence has been placed by consumers 
in the personnel of local meat stores 
that relatively little attention has been 
paid to calling for fresh meats by bran¢ 
or company name. And the names 
have never become particularly signifi- 
cant because of the necessity of placing 
them on paper wrappings and out 
surfaces of cuts, both of which general 
are removed by the seller. Quic! 
frozen packages will require branding 
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ntification, and the packers will 
to relate brands to their adver- 
nd thus secure consumer recog- 
and perhaps consumer insistence. 
[he preparation and marketing of 
zen fruits and vegetables is 
take one of two directions. 
quick-freezing and distribution 
handled by relatively small 
nizations for local selling, or it 
undertaken by large national 
rganizations. Present conditions 
to the second arrangement, be- 
the large corporations are inter- 
the major markets will generally 
, distance from producing areas, 
lerable prestige and capital will be 
ired to develop and finance scat- 
distribution, and the preparation 
ring can be done more economi- 
n a volume basis. 
n, if the large organizations are to 
h their names to products, the con- 
n of which upon delivery to the 
mer depends on careful prepara- 
and handling, it follows that these 
will tend to exert sufficient con- 
ver the channels of production and 
ibution to insure ultimate delivery 
ind condition. This situation im- 
wnership or close working ar- 
nent with quick-freezing plants 
lucing areas, and wholesale out- 
marketing centers. ‘The tend- 
will probably be toward increased 
and strength of large food 
ifacturers carrying through the 
: process from the preparation of 
to the retailer. Thus the quick- 
zing process may contribute toward 
iurther weakening of the wholesaler. 
Quick-frozen fruits and vegetables 


< 


will compete with canned foods, espe- 
cially since price is likely to be about the 
same or slightly lower. ‘This competi- 
tion will be intensified by the develop- 
ment of a transparent cellulose package 
enabling the buyer to view the contents 
from all sides. It is probable that 
many canneries and fruit-packing estab- 
lishments will pass out of existence or 
take over fully or in part the function 
of quick-freezing the same fruits and 
vegetables which they have _ been 
canning. 

If the suggested changes take place 
in whole or in part, those independent 
operators performing the functions of 
assembling fresh fruits and vegetables 
for central markets will be relieved of 
part of their work. Among these are 
country shippers, car-lot wholesalers 
and commission merchants. Assem- 
bling will be done for or by the quick- 
freezing plant, but beyond that point, 
distribution will be carried on by the 
large manufacturing or distributing 
organizations. 

In summary, it may be said that 
quick-freezing shows great possibility of 
development if used in a way not impos- 
ing on public confidence. Its use may 
be expected to grow gradually and not 
in a revolutionary manner. As growth 
goes on, channels of distribution must 
be modified. Some of the needed 
changes can be prepared for as the 
movement proceeds. A most interest- 
ing feature of the development is that 
the process adds so little cost while 
effecting a number of savings. ‘The 
consumer will probably receive the bene- 
fitofa ready prepared and more depend- 
able product at less cost. 














THE PACKERS’ CONSENT DECREE 
By J. DONALD FEWSTER 


HE “Big Four” meat packers, 

Armour, Swift, Wilson and 

Cudahy, have been involved in 
litigation with the Federal Government 
many times during the past forty years. 
The most recent episode is the petition 
of the packers to the District of Colum- 
bia Supreme Court for the modification, 
or the complete removal, of the Consent 
Decree which they accepted early in 
1920. Under the terms of this Decree, 
the packers were forced to divest 
themselves of their interests in public 
stockyards, stockyard railroads, cold 
storage warehouses and market news- 
papers. ‘They were further enjoined 
from opening retail markets, and were 
restricted in the use of their facilities 
to the packing and wholesale distribu- 
tion of meat, meat products, butter, 
eggs and cheese. In the ten years 
intervening since the acceptance of 
the Decree, changes in economic con- 
ditions have occurred, especially in the 
field of marketing, which place an 
entirely different significance upon the 


provisions of the Act, and furnish 
the basis upon which the _ packers 
are petitioning for its removal or 


modification. 


Developments Leading to the Consent 
Decree 

The real significance of the recent 
developments in marketing and their 
effect upon the Consent Decree can 
be better understood after a considera- 
tion of the nature of the packing 
industry. Meat packing is essentially 
an industry of large-scale production 
and distribution. When slaughtering 


is doneon the farm or atthe local butch- 


er’s, many of the inedible parts 
of the carcass are thrown away as 
waste. But when a large number of 
animals are slaughtered and processed 
together, these various waste products 
are available in sufficient quantity to 
make profitable their recovery as by- 
products. Large-scale operations make 
possible the use of modern equipment 
and standardized processes so that the 
economies of mass production are ob- 
tained. As a result of the division of 
this country into agricultural and in- 
dustrial sections, three quarters of the 
meat is produced west of the Missis- 
sippi, while three quarters is consumed 
east of it. Since meat is a perishable 
product, provision must be made for 
its speedy distribution to the consumer. 
The rapid movement of meat from the 
places of production to the consuming 
centers hundreds of miles away can 
be accomplished efficiently only by 
large concerns. To provide efficient 
distribution, the packers have estab- 
lished hundreds of branch houses in 
the largest towns and cities, from which 
they operate car and truck routes to 
neighboring towns. 

In order to utilize their huge dis- 
tribution systems to the fullest extent, 
the packers undertook, some years 
ago, the production and marketing 
of other food products. This procedure 
brought on charges of a food monopol) 
and led ultimately to the Consent 
Decree. 

Although the packers 
prosecuted or investigated almost con- 
tinually by the Government since 1890, 
the drastic provisions of the Consent 
Decree were the result of severa 
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have been 
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nal factors which existed in 1919 


20. These factors were high 
rapid growth and prosperity 
packers, agitation against the 
grocery wholesalers as well 
-stock producers, public fear of 
y, and the attitude of the 
ment toward business. 
f all commodities rose during 
| War, but even more rapidly 
nflation period which followed 
wholesale commodity price 
the United States Bureau of 


Statistics reached 138.6 in 1919, 


| with 68.1in1914. ‘The index 
was at I15§.2 in 1919, 
with 62.2 five years earlier, 
lex of prices of all farm prod- 
than doubled during the 

d. The price of smoked 

Chicago had climbed from 
per pound in 1914 to 34.3 

19. ‘The wholesale price of 
lressed steers at New York 
ad irom 14.3 cents to 25.4 cents 
| in the same five-year period. 

ost of living resulting from 


rices 


e in the prices of food 
naturally led to agitation 
tigation of the food producers. 
Was a crusade against prof- 
profiteering. The packers, 
largest food producers, bore 
nt of this attack and incurred 
lous amount of public ill-will. 
nd factor the extra- 
growth and large profits of 
rs. In 1919, Armour’s sales 

i a billion dollars, while Swift’s 
i billion, two hundred millions. 
kers had for years followed 
of expansion through rein- 

of profits. Profits, however, 
faster than the investment, 
igh the Federal Trade Com- 
und the net profits of the 
in 1917 to be $95,369,000, 


was 
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or 53% above what they were in 1912, 
the percentage of net profits to net 
worth increased each year from 8.1 
in I912 to 26.5 in 1917. A major 
industry which is growing rapidly and 
making as large profits as the meat 
packers were making in this period is 
usually subjected to governmental 
investigation. 

A third factor, the antagonism of 
live-stock producers and wholesale gro- 
cers, was in a large measure responsible 
for the actual investigation of 1918- 
1919. The then “Big Five” packers, 
through close working agreements, own- 
ership of stockyards and other facilities 
for handling live-stock, and large pur- 
chases, completely dominated the 
live-stock market. Naturally, the live- 
stock producers felt that the packers 
were controlling and manipulating the 
market for their own benefit and to 
the detriment of the producers. ‘There- 
fore, they favored the separation of 
the packers from their stockyard owner- 
ship and advocated a closer regulation 
of the industry. ‘The wholesale grocers 
viewed the encroachment of the packers 
on the wholesale field with 
alarm, realizing that the packers with 
branch houses and pedlar cars could 
distribute food products cheaper than 
they could. They argued that pref- 
erential treatment was being accorded 
to the packers’ cars by the railroads, 
and they vigorously fought the expan- 
sion of the packers into other fields. 

The fourth factor was the public 
fear of a giant food monopoly. Sta- 
tistics show that 63.4% of the meat 
consumed in this country, exclusive 
of home slaughter, entered into inter- 
state commerce, and that 70% of all 
the live-stock which entered into inter- 
state commerce in 1916 was slaughtered 
the Five”? packers. That 


same group was also obtaining 


grocery 


by “Big 


this 
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control of meat substitutes seemed to be 
proved by trade estimates, which stated 
that the group handled half of the 
interstate commerce in butter, eggs 
and cheese. The packers were extend- 
ing their activities to canned foods, 
staple groceries, vegetables and other 
products. The fear of a monopoly 
of food products was based not so much 
upon the means of production and 
preparation as upon the control of the 
market places and distributing systems. 
The magnitude of these distributing 
systems is shown by the following 
figures. In 1917, Armour operated 
366 branch houses, 197 car routes, 
and reached 24,681 towns; Swift, at 
the same time, had 343 branch houses, 
484 car routes, and reached 23,376 
towns; the other big packers had 
similar facilities. Fear of monopoly 
was stimulated by official utterances 
and attacks in the press so that public 
opinion naturally supported the move- 
ment for crushing this “‘new octopus 
in business.” 


The Government Decree 


In considering the fifth and final 
underlying cause, the attitude of the 
Government toward business immedi- 
ately after the War, it is apparent 
that there have been very few times 
in this country when such close regula- 
tion was imposed upon industry. Dur- 
ing the War the Government had 
followed a policy of supervision of 
important industries to assure itself 
of adequate supplies. Fuel and food 
administrations were established to 
provide equitable distribution and eco- 


nomical use of these necessities. The 
railroads had been taken over and 
operated by the Government. The 


willingness of the Administration to 
intervene, and the general acceptance 
of the attitude that governmental inter- 
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ference in business was beneficial, com- 
bined with the other factors—high 
prices, size and profits of the packers 
agitation of the live-stock producers 
and wholesale grocers, and public fea; 
of monopoly—influenced the Govern- 
ment to act against the packers at Unit 
that time. 

In its report made in the middle 
of the year 1919 on the extent and 
growth of the power of the five packers 
in the meat and other industries, the 
Federal Trade Commission charged 
the packers with attempting to monop- 
olize a large part of the food supply 
of the nation and with attempting to 
extend the monoply. It also stated 
that “there exist monopolies, controls, 
trusts, combinations and conspiracies 
or restraints of trade out of harmony 
with law and public interest.”’ Specific 
charges covered collusion in the pur- 
chase of live-stock and in the sale of 
meat products, exchange of confidential 
information, manipulation of live-stock 
markets, control of shipments from 
South America, combination to in- 
fluence governmental action and public 
opinion, and community of interests 
through joint ownership of individual 
enterprises. 

On the basis of this report, the Presi- 
dent instructed the Department oi 
Justice to prosecute the packers unde: 
the anti-trust laws. Both criminal and 
civil actions were started in the District 
of Columbia Supreme Court. The 
packers, however, rather than defend 
themselves, agreed to carry out the 
provisions of a decree placed upon them 
by the Court. Under this Consent 
Decree, they were compelled to sell 
their interests in public stockyards, 
stockyard railroads and terminals, mar- 
ket newspapers and cold storage ware- 


TY) 


houses; to dissociate themselves from 
the retail meat business and “‘unrelatec 


od products; to abandon the 
heir distributing systems for 
than their own meat and 
products; and to agree not to 
e to restrain trade or to attempt 
polize any food product in the 
States. ‘The Department of 
onsidered that the Government 
a great victory. The packers 
, admit any violation of law, 
wed to the will of the people” 
ide these concessions to the Gov- 
in the spirit of cooperation 
trying reconstruction period. 


All 


mil 


Subsequent Political and 
Economic Events 





irrying out of the provisions of 
Decree has been difficult and has 
a great amount of litigation. 
lificulties centered about the dis- 
the packers’ interests in public 





The packers proposed 
lans for their disposal, but 
rejected most of them. 


Court 
| action to vacate the Decree was 
mmediately begun. In April, 
California Cooperative Can- 
ri k action, on the ground that 
Decree compelled Armour and Com- 
break a contract with them, 
\pril, 1924, the packers them- 
rted proceedings. Although 
ers’ Case was at first successful 
Decree was temporarily sus- 
two United States Supreme 
Court decisions, those of April, 1928, 
nd May, 1929, respectively, estab- 
the validity of the Decree. 
kers started a new action Au- 
10, 1929. 
Since the acceptance of the Consent 
Vecree on February 27, 1920, the 
have been subjected to addi- 
regulation. The Packers and 
Stockyards Act of 1921 provided the 
Secretary of Agriculture with complete 
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visitatorial and regulatory power over 
the packers and stockyards. ‘The or- 
ganization established in the Depart- 
ment of Agriculture to exercise these 
powers has practically the same control 
over the packers as the Federal Trade 
Commission has over business in gen- 
eral. The refrigerator cars and ter- 
minal railroads of the packers are 
regulated by the Interstate Commerce 
Commission. These two regulatory 
bodies should be able to protect the 
interests of the public, even though the 
Consent Decree were vacated. 

But more important than provisions 
for regulation of the packers are the 
economic changes which have taken 
place in the decade from 1920 to 1930. 
During this period, emphasis in busi- 
ness has shifted from production to 
distribution. Study has demonstrated 
that distribution costs absorb a large 
part of the price paid for goods by con- 
sumers. Manufacturers realize that 
their production is conducted efficiently 
at present, and that, therefore, impor- 
tant economies in the future must come 
from a reduction in marketing costs. 
In order to reduce these costs and to 
secure better distribution, business men 
are devoting a large part of their time 
to marketing problems. Evidence of 
the increasing emphasis on distribution 
includes: attempts of manufacturers to 
sell direct to retailers and, insome cases, 
to consumers; close working agreements 
between manufacturers and various 
merchandising organizations; mergers to 
secure greater utilization of the existing 
distributing facilities of one of the com- 
panies; growing interest of investors in 
the securities of merchandising com- 
panies; and the development of new 
systems and methods of distribution. 

One of the newer types of distribution, 
the grocery chain, has expanded rapidly 
during the past ten years. Present 
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estimates place the number of chain 
grocery stores at 70,000, compared with 
27,000 in 1920. It is further estimated 
that the chains carry on from 35% to 
45% of the retail grocery business, and 
that this percentage is increasing rap- 
idly. Most of the leading chains are 
opening retail meat markets: The Great 
Atlantic and Pacific Tea Company 
now operates 2,500 markets in its 
stores and is said to be contemplating 
the installation of 5,000 more in the 
next five years; Safeway Stores now 
operates markets in 1,153 of its stores, 
compared to 850 a year ago; another 
large chain, First National Stores, has 

25 large markets in operation; and 
The Kroger Grocery and Baking Com- 
pany now has 2,700 markets and is 
planning to add more. 

This last company, owning meat- 
packing plants in Cincinnati and Colum- 
bus, Ohio, and a sausage factory in 
Detroit, is in direct competition for 
live-stock with the big packers. The 
large food chains operate packing plants 
and use their distribution systems to 
handle all types of products. When 
this chain meat business expands, in- 
dependent meat markets will be forced 
out of business just as a large number 
of unit grocers have been forced out. 
Since the independent meat dealers 
are the packers’ principal customers, 
the installation of meat markets by 
grocery chains is a direct blow at the 
big packers. However, the packers 
are prohibited by the Consent Decree 
from taking adequate protective steps, 
such as the distribution of other food 
products and the establishment of retail 
Closely connected with the 


stores. 


rise of the chain store has been the 
formation of many buying pools or asso- 
ciations of retailers. These associations 
consist of retailers banded together in 
buying pools to secure quantity prices, 
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or voluntary chains formed by one o; 
several wholesalers and a number of 
retailers. If these organizations ar, 
strong and efficient, and their member: 
operate retail markets, they offer the 
same form of competition to the pack- 
ers as do the chains. 

The position of independent packers 
also warrants consideration. At th. 
present time there are approximately 
1,300 slaughtering and meat-packing 
concerns in operation in this country. 
many of which have annual sales of 
from ten to thirty millions of dollars. 
Most of these independent packers 
have truck routes, by which they 
distribute their products, and the larger 
companies, who own refrigerator cars, 
also operate car routes. ‘They are not 
restricted in the use of their distributing 
facilities to meat products, but may 
handle all lines of food. Many of the 
small packers in the large consuming 
centers have established or have ac- 
quired chains of retail markets. For 
example, Adolph Gobel, Incorporated, 
of New York City, operates 19 markets 
and is extending its chain. ‘The Straus- 
Roth Stores Company has over 200 
markets. However, since the big pack- 
ers are prohibited by the Consent 
Decree from entering this field, they 
are in an inferior competitive position 
as a result of these restrictions. 

Furthermore, since 1920, the attitud: 
of the public toward large business 
organizations has changed. Today,the 
general public has very little fear of 
monopolies, for it realizes the benefits 
that may accrue from them. While 
the Government still prosecutes con- 
cerns that it believes constitute monop- 
olies in restraint of trade, it is follow- 
ing, as far as possible, a policy o! 
non-intervention in business. 1h 
change in governmental attitude is. 
result of the reversal in public opinion 


+} 
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rhe live-stock producers have almost 
) oletely reversed the position they 
1919, for they realize that if 
oackers are allowed to extend their 
‘ties into other lines, a larger 
for their own products will be 
veloped. Therefore, in the Septem- 
- 1929, hearing before the Secretary 
\griculture, the farm organizations 
almost unanimous for modification 
Decree, at least to the extent of 

wing the packers to establish retail 
and to use their distributing 

; to handle other food products. 

cery wholesalers still remain 
ncilable, because they realize that 
ation of the Decree would again 

w the packers to compete directly 
them in the wholesaling of food 
However, in general, public 

has become favorable to the 

ackers in their attempts to remove the 
trictions placed upon them in 1920. 
Finally, the meat-packing industry 
been sO prosperous since I9I9 

t was during the war period. The 
ent unfavorable condition of the 

y may be due to a change in the 

of the American people. The 
imption of meat, as computed by 
Department of Commerce in the 
vey of Current Business, shows a 
ry small increase in recent years. In 
riod from 1920 to 1928, the index 

the marketing of live-stock, com- 
puted by the Department of Com- 
‘rce, changed little, whereas the 
ndexes for poultry, eggs, dairy prod- 
vegetables and fruit 
wed marked increases. Apparently 
meat is being partially replaced in the 
the American people by these 

her products. Consumers may be 
fluenced in this change by the high 
{ meat. The wholesale price 
Western dressed steers in New 

k in 1928 was 24.5, the highest 





grains, 
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since 1920. Since the depression of 
1921, sales of the big packers have 
increased, but net income has not kept 
pace with the increase in sales.! The 
sales and profits of smaller packers 
have displayed similar tendencies. Of 
seventeen packers surveyed, eight 
showed distinct increases in sales dur- 
ing the past three years, while the sales 
of the other nine were practically 
constant or had decreased. Although 
the ratio of net income to sales was in 
most cases higher than that obtained 
by the big packers, it varied greatly 
from year to year. Meat packing as an 
industry is at the present time in a 
semi-depressed state. When an in- 
dustry is in this condition, there is 
less fear of its power and less interest 
in government regulation of it. 

These factors—the greater emphasis 
upon distribution, the growth of food 
chains which retail meat, the develop- 
ment of independent packers who are 
not restricted in their operations, and 
the closer regulation of the industry— 
constitute the grounds upon which the 
packers are basing their pleas for 
modification of the Consent Decree. 
The change in attitude of the public 
and the semi-depressed condition of 





1Bic Packers’ PERCENTAGE OF Net INCOME TO 
SALES 
1919-1928 

Armour Swift Wilson | Cudahy 
1919 1.36 eS - Tere .67 
1920 .59 .47 is: 2 
1921 (d) (d) aT (d) 
1922 (d) 2.01° ee 76 
1923 1.30 1.76 1.05 
1924 1.65 1.82 ; 1.64 
1925 1.04 1.76 .46 | 
1926 .58 1.64 1.62 '.9% 
1927 d) 1.32 05 1.01 
1928 or 5.§3 Pe 1.02 





* Not comparable due to changes in the sales figures. 
(d) Deficit. 
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the industry are additional factors 
that will carry weight in the final 
decision. 

Possible Developments 

The plea for modification of the 
Consent Decree made to the District 
of Columbia Supreme Court on August 
10, 1929, was not based on legal reasons 
but upon the change in. economic 
conditions. One can only conjecture 
what the packers would do if the Con- 
sent Decree were completely vacated, 
or at least modified to allow them to 
produce and distribute other food prod- 
ucts and engage in retailing. ‘The first 
step would be to use their “pedlar 
cars’? and other marketing facilities 
to distribute food products processed 
by other companies or their own sub- 
sidiaries. Canned goods would prob- 
ably be taken on first. Other lines 
would be added until eventually the 
packers would be handling most of the 
several hundred items they distributed 
prior to the Consent Decree. This 
move would place them definitely in 
the wholesale grocery business. 

‘There have been many changes in the 
wholesale distribution of food products 
The business of 
been en- 


in the past decade. 
the service wholesaler has 
croached upon by direct purchasing on 
the part of chains and buying associa- 
tions, and by the increasing tendency of 
manufacturers to sell direct to retailers. 
The biscuit companies have made a 
practise of delivering their goods to the 
stores in which they are sold, and many 
mergers of food companies, such as 
Standard Brands, General Foods and 
Gold Dust Corporation, have been con- 
summated to secure distribution econ- 
omies, usually by the taking over of the 
wholesaler’s functions. Procter and 
Gamble is another example of a large 


Cash- 


manufacturer that sells direct. 
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and-carry wholesalers and specialized 
wholesalers and desk jobbers have 
developed, and many wholesalers have 
formed voluntary chains of retailers jp 
order to protect their business. If the 
packers begin to distribute food prod- 
ucts, they will enter this competitive 
and highly dynamic field, and while 
they may have an established distribu- 
tion system that will give them an ad- 
vantage over the service wholesaler, 
their products will be in direct competi- 
tion with the various brands of the 
leading grocery chains and food manv- 
facturers. At the present time, the 
elimination of the wholesaler would not 
give the packers a food monopoly, as it 
might have in 1920, since the whole- 
salers have already been partially dis- 
placed in food distribution since then 
by manufacturers and grocery chains. 
Furthermore, the fact that a retailer 
must carry several different brands of a 
given product makes it almost impos- 
sible for a perfect food monopoly to 
exist. Likewise, although not under 
consideration at the present time, it Is 
entirely possible that a government 
regulated monopoly for the distribu- 
tion of food would be more efficient than 
the present competitive system. 

The entrance of the big packers into 
the wholesale grocery trade would 
enable them more fully to utilize their 
distribution facilities but would be of 
little value in combatting the encroach- 
ment of the grocery chains on the retail 
meat business. The unit markets, 
which are the big packers’ customers, 
would continue to be crowded out as the 
grocery chains established more meat 
departments in their stores. If the 
chains have their own packing plants or 
buy from independent packers, th 
elimination of unit markets means t! 
the big packers’ outlets have been re- 
duced. Therefore, the distributior 








ized products by the packers places 
lave rect competition with existing 
‘ave listributors and does not help 
5 in meet chain-store competition in 
the rail meat field, except that the 
rod- 1 complete line of groceries 
ave them more easily to estab- 
hile ins in the future. 

ibu- , possibility that the packers 
_ blish their own chains of food 
er, | e would be meat markets 
“< departments. Up to the 


it has not been adaptable to 
methods. Some judgment 
os n the cutting of meat, and 
y for freshness makes cen- 
' cutting operations prac- 
ssible. When the cutting 
| in each market, utilization 
tandardized methods and 
control become difficult. 
velopment of quick-freezing 
which the various cuts of 
eing frozen, are enclosed in 
wrappers, makes possible 
n of cutting operations and 

1 distribution. The use of 
lso permits the placing of 
the products. The mer- 

f meat under brand names 
kages would make meat 
1 economical than they are at 
es t and would allow the exploita- 
pac > well-known names. 
ould the packers enter the 
business, they would be 

r against their own customers, 
irkets, as well as against the 


kers 


rtments of grocery chains. 
of such competition, the 
would be driven out of 
(herefore, if the packers 
in a given territory, they 
dy and willing to take over 
now handled by unit shops. 
evidence that the packers 
entering the retail field is 
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a rumor that one of them is considering 
the establishment of a chain of 500 
stores. Such a chain would sell only a 
small portion of their output, but the 
undertaking would involve a huge out- 
lay of capital and would present complex 
managerialproblems. ‘Theresult would 
be an organization that might be too 
large and cumbersome to be operated 
efficiently. ‘The size of the undertaking 
and the responsibility for changing 
the entire system for the retail dis- 
tribution of meat will probably keep 
the packers from making such a step 
for some time in the future. 

Between these two projects, there 
are many possibilities. ‘The packers 
might establish chains through agree- 
ments with certain efficient retailers. 
This would assure them of adequate 
outlets for their products and would 
help the selected retailers to meet 
chain-store competition. Another pos- 
sibility is that working agreements 
could be made with some of the 
existing chains. In such a the 
packers would be certain of the neces- 
sary outlets for their products, and 
the chains would not be forced to meet 
the competition of the “Big Four” 
in the retail field. The packers might 
operate leased meat departments in 
some chains to the benefit of both 
parties concerned. Still another pos- 
sibility is the purchase of existing 
chains. However, if this policy were 
followed to any extent, it is quite 
likely that the cry of a giant food 
monopoly would again be raised. 

Regardless of the outcome in this 
latest conflict between the big packers 
and the Government, a study of the 
history of the packers’ Consent Decree 
places in bold outline the changes in 
conditions 


case, 


marketing and economic 
which have occurred during the past 


decade. 











THE IMPORTANCE OF PRIVATE 
BUSINESS HISTORIES 
By JOSEPH K. HEYMAN 


HE work of the Dennison Manu- 

facturing Company in compiling 

forthe use of its directors a detailed 
and intimate history of its operations, a 
work which will be described in some de- 
tail later, suggests the possibility of ad- 
vantages to other concerns of similar 
compilations. It has long been recog- 
nized by students of the subject that eco- 
nomic situations tend to recur. A 
cyclical swing is evident not only in 
general business conditions and in con- 
ditions within a single industry, but 
apparently also in the fundamental 
relationships within any _ individual 
enterprise. Thus a corporation often 
finds itself confronted today with pro- 
duction, marketing, financial and gen- 
eral policy problems quite similar to 
those it has faced in some past period. 
It is the purpose of this article to point 
out the importance of a detailed private 
business history in utilizing past experi- 
ence as an aid to the formulation of 
present executive policies. 

There are two means by which those 
guiding a corporation’s destiny may 
become acquainted with its past per- 
formance under varying circumstances. 
The first of these is by the historical 
method mentioned above, which is still 
in an embryonic form. ‘The second is 
the one which has always been used 
heretofore whenever any thought has 
been given to the past, namely, the 
drawing on actual experience. But 
what length of experience has the aver- 
age director had? And to what extent 
may memory be relied on even when 


this experience is considerable? 
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eimilar cituations at the nrecent time. 


Length of Service and Memory of R 
Directors _ 

In order to obtain an idea of the 
length of service of the average c rpora- 
tion directorate, a study has been mad 
involving 33 typical corporations. |; 
is recognized that results of such 
study are subject to criticism on 
grounds of smallness of the sample and 
of limitations applicable to any averag 
figures. It is not claimed that the per- 
centages computed are per se vitall 
significant, since the real power in a 
board is often confined to one or ; 
few individuals, with little importance 
attaching to those who make up a larg 
part of the average. But the following 
table, in a general way showing tl 
experience of directors, helps one t 
the broad picture: 


Year Through Which Proportion of 192 ’ 
Directoral Service Has Directorate Serving 191 
Extended Years Studied 

1929 100° 

1925 729, 

1922 53° 

1919 30% 

1917 32! 

I9I4 23° 

1910 19% 
In order to make these average figur 
as representative as possible, corp: 
tions were first classified into II cate- r' 
gories: manufacturers of staple com- 
modities, manufacturers of luxury 
style goods, extractive industries 
industries depending on agricultul 
packers, wholesalers, retailers, ba! 
insurance companies, railroads, 
public utilities. From each categ 
there were selected three compa! 
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| so far as possible, as to type 
and size of unit. Within 
;, companies whose incorpo- 
ed back at least 20 years were 
random, no attempt being 
choose only concerns with 
continuous management. 
were then consulted in each of 
| years running back through 
20 years to see how many of the 
listed in 1929 had been direc- 
heir respective corporations in 
these previous years. The 
x percentages shown in the table 
posite average of all the 
the figures being combined 
ve equal weight to the experi- 

h concern. 
pparent from the tabulated 
at not quite three quarters of 
tors serving in 1929 had had 
fit of five years’ first-hand 
of their companies’ activi- 
lightly more than half had 
| guide their companies through a 
general business depression, less 
fifths had seen their units 
the complete business cycle of 
22, less than a third had served 
ral capacity from the time of 
into the War, less than a 
1 directed their enterprises 
he entire War period, and less 
fifth had had the benefit of 20 
perience as members of their 

boards. 

mory of the director, unless he 
isual man, is probably faulty. 
the business man ordinarily 
ers the occurrence of past 
a general way, the passing of 
s to efface any clear recollec- 
is part of the causes leading up 
situations or of the results 
taken at the time the situ- 
e. A director of the Denni- 
ifacturing Company, the only 


wa 
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company that has proceeded very far 
with the compilation of a _ private 
business history, told the writer that 
one of the greatest benefits of the con- 
cern’s history has been its use as a 
means of settling bets! This remark, 
on the surface facetious, is really of deep 
significance. It brings out clearly the 
fact that some one’s memory has been 
poor; that after the lapse of a few years 
two men closely associated with a par- 
ticular happening are quite likely to 
report entirely different versions of the 
incident and of the results leading from 
it. Doubtless there are many business 
men who can recall having made a 
similar mistake twice or even more 
often. 

From the above discussion it appears, 
first, that the experience of directors in 
guiding corporate policies is rather 
limited, and, second, that faulty mem- 
ory to some extent impairs the value 
of the experience actually possessed. 
It is primarily as a substitute for experi- 
ence and as an aid to memory that 
private business history is of value. 


The Private Business History and Its 
Uses 

In using the term “private business 
history,’’ reference is not made to the 
familiar book or pamphlet, in which is 
set forth the origin of a company, its 
rapid growth, its present position as a 
great contributor to the welfare of the 
community, and the like. ‘This type of 
history is usually very interesting, but 
is beneficial to the company chiefly for 
its advertising value. The private 
business history referred to _ here 
assumes an attitude of criticism rather 
than of glorification, having as its pur- 
pose the study of the results of policies 
pursued under varying circumstances 
in the past, and the utilization of this 
study in deciding questions arising in 
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between the present and the 


\ 


history will work in actual practice may 
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similar situations at the present time. 
To the new director who is unac- 
quainted with the company’s affairs, 
this history should be of especial value. 
Though he may be well versed in 
general economic history, and though 
other businesses with which he is asso- 
ciated may be essentially similar to his 
new charge, a close knowledge of the 
company’s background should prove 
useful in helping the newly elected 
director to render sound decisions. 
The director who is uninformed of his 
company’s past, business genius though 
he may be, can not be expected to func- 
tion as well as another good man who 
does know the results of former policies. 
As for the new director who has worked 
his way up through the business, he 
may be thoroughly familiar with the 
workings of numerous departments, but 
still lack knowledge of the company’s 
broad policies. ‘The experienced di- 
rector, on the other hand, would find 
the history valuable chiefly in checking 
up to find how closely the actual facts 
corroborate his recollection of the facts. 

The usefulness of a business history 
depends largely on the historian. ‘This 
is true with reference not only to his 
accuracy and clarity in the original 
chronicling, but also to his ability, while 
closely watching present situations, to 
spot analogous occurrences of the past. 
It can not be expected that even a di- 
rector who has read the history will 
have at his finger-tips every incident of 
the company’s previous life. But the 
historian, as a specialist, can make it his 
business to watch constantly for recur- 
ring conditions, and call them to the 
attention of the directorate. 

There are many problems the solu- 
tion of which should be aided by 
recourse to the past. In the manufac- 
turing division of the business, ques- 
tions frequently arise as to policies 


ws 
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concerning raw-material control ap) 
commitments, size of inventories 
relations with labor, advisability ,; 
centralized as opposed to decentralize 
production, expansion or contractio, 
of productive facilities, and expend). 
tures for new machinery. In the 
marketing division of the enterprise 
are met problems dealing with th 
channels of distribution to be employed, 
the control and payment of salesmen, 
and policies concerning prices, dis. 
counts, advertising expenditures, pro- 
motional work, brands and addition of 
new lines. In the financial division. 
decisions must be made having to 4 
with depreciation and other reserves, 
sales of securities to employees, propor- 
tion of borrowed money to total capital, 
employment of surplus funds, disposi- 
tion of earnings and extension of credit, 
Furthermore, policies must be formv- 
lated on broader questions, such as 
those dealing with relative emphasis on 
production and distribution, acquisi- 
tion of additional plants, consolidations 
and other major problems. ‘The above 
enumeration does not pretend to be 
exhaustive, nor does it apply to every 
field of business activity. It merely 
points out numerous problems met 1! 
the ordinary industrial unit, problems 
which a knowledge of the past may aid 
in solving. 

Whenever a current problem is noted 
to be similar to that of some previous 
period, either by the directors or by th 
historian, the board members shoul¢ 
compare the situations, see what was 


1 
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done in the past, and see how the deci- 
sion reached at that time affected th 
company. The directors should pa} 
attention primarily to the long-ru 
result of the policy rather than to | 
immediate effect. Then, after 
lyzing the present situation, placing 
especial emphasis on any differen 
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between the present and the 
the board should be 
cide better on the proper 
iction. By no means is it 
that knowledge of the past be 
for a study of the present 
ticipation of the future in 
decisions of policy in such 
problems. ‘The information 
from private business _his- 
best can serve only as an aid 
ck on a thoroughgoing anal- 
- present and an enlightened 

f the future. 
| tory may also prove useful to 
ides the directors. Reference 
irticularly to the executives 
rtmental heads, who have to 
he details of the general 
1 down by the board. Since 
torate might feel that the frank 
nate revelations appearing in 
y should not be open to out- 
system could be devised to 
in separate and supplementary 
the essential information relat- 
particular subdivisions of the 
’s general organization. For 
, if the directors should decide 
pany ought to follow the 
juantity-discount policy that it 
| at some previous period, those 
| in arranging the details of the 
schedule might receive valu- 
from the material 
in the quantity-discount 
of the history. And even 
direct aid could be obtained, 
pecialized histories would prove 
in furnishing to junior execu- 
» background of their particular 


past, 


+ 
( 


iggestions 


Lhe History of the Dennison 
Vanufacturing Company 
re concrete conception of the 
in which a private business 
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history will work in actual practice may 
be gathered from a brief description of 
the experience with such a history on 
the part of the Dennison Manufactur- 
ing Company, of Framingham, Massa- 
chusetts. The source material for this 
company’s history includes old corre- 
spondence, advertising matter, pre- 
served samples, annual reports of 
the president and treasurer, and all the 
records contained in the files of the 
company. From this material has 
been compiled a comprehensive chron- 
ological narrative of the concern’s 
growth. An effort has been made to 
treat all the details frankly, honestly 
and critically, with as much emphasis 
placed on mistakes as on successes. 
This narrative, which contains infor- 
mation of the most intimate sort, is 
open only to the directors, each of 
whom is required toreadit. ‘This read- 
ing is not so much for the purpose of 
mastering detailed facts as it is to let 
the directors know where information 
along certain lines may be found when 
wanted. In this respect the Dennison 
history is analogous to an encyclopaedia, 
which is referred to when specific infor- 
mation is desired; the reading of the 
history serves as an index to the mass of 
material contained therein. ‘To facili- 
tate the history’s use the company is 
now working on a topical division of the 
material to supplement the chrono- 
logical narrative. ‘The history is kept 
up-to-date by the company’s historian, 
at whose disposal all current records are 
placed. The data used as the basis 
for the directors’ history are also used 
in the preparation of booklets for 
departmental heads and for the usual 
good-will advertising. 

The expenses of the historical depart- 
ment consist of little in addition to the 
salary of the historian, the charges 
apportioned to a comparatively small 
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amount of space, and a small quantity 
of office equipment. An executive of 
the company stated that this expense 
will be considered entirely justified if 
the history helps the company in avoid- 
ing even a very few mistakes. 

‘The company reports that in the past 
six or seven years the history has been 
drawn upon over and over again in 
discussion of major policy problems. 
Naturally it has proved of most fre- 
quent service in affording a general 
background and in helping executives 
reach decisions on minor problems. 
The following incident illustrates this 
use of the history. In 1915, the Ladies 
Hlome Journal helped Dennison in 
boosting the sale of some special pic- 
ture-frame coverings. The company, 
relying on the appeal of its name and 
the power of the magazine supporting 
it editorially, estimated that the public 
would buy a large volume of the cover- 
ings, and proceeded to manufacture the 
article accordingly. When the product 
proved unpopular the dealers were left 
with large stocks on hand. The com- 
pany decided that the lesson to be 
learned from this experience was that 
it would be wise to produce cautiously 
until refill orders started to come in. 
Sut in 1928, when the company hap- 
pened to hit upon a style of crépe paper 
that proved very popular, the sales force, 
unable to obtain delivery on all the 
goods it was selling, complained to such 
an extent that the directorate was 
about to censure severely the produc- 
tion heads for not putting out a suff- 
cient volume. ‘The citing of the lesson 
of 1915 by the historian was instru- 
mental in bringing the production and 
distribution ends of the business into 
harmony on the matter. 

The recent swing into a_ strong 
buyers’ market, roughly comparable to 
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that of the 20 years preceding the turn 
of the century, leads the company to 
expect increasing value from its history 
in the future. Already, in contemplat- 
ing a change in sales policy to conform 
with the demands of the present mar- 
ket, the company has had specific occa- 
sion to refer to its history for the years 
from 1878 to 1900. This retrospection 
revealed that the new policy under con- 
sideration at the present time had been 
pursued in that analogous period of the 
past with no ill results to long-run prof- 
its. Hence, the directors felt them- 
selves able to make the current change 
with greater ease of mind than they 
would have had if no recourse tothe past 
had been possible. 


Summary 


The brevity of experience in the use 
of the internal history of a business 
concern as a step toward a more logica 
approach to the solution of its problems 
makes it impossible to draw any definite 
conclusions. Because of the present 
undeveloped state of the idea, the most 
that can be hoped from such a study 
as this is that it may provoke thought 
and further experimentation. 

It must be remembered that under no 
set of circumstances will recourse to th« 
past eliminate the necessity for a th 
ough comprehension of the present and 
an imaginative projection into the fu- 
ture. However, while the limiting fac- 
tors are recognized, the recurrence Ol 
fundamental relationships in business 
situations, the comparative lack of ex- 
perience of the average director, and the 
faulty memory of the ordinary business 
man, all indicate that there is a place for 
private business history, and point to 
its growing use as an instrument in t! 
more scientific formulation of business 
policies. 
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¥ to PROBLEMS IN THE TRANSATLANTIC 
“ PASSENGER SERVICE 


By HOWARD E. STERNAU 


plat- 

mar- 

ICCa- : 

| HE recent development of new 
ne vh speed, de luxe passenger 


has brought with it prob- 
irrent interest. This paper 
le a brief survey of the trans- 
passenger service with partic- 
rence to future developments 
lding and operation of passen- 


World War, the 
rvice has changed as a result 
introduction of high-speed, 
liners, the so-called cabin 

the development of the 

’ or tourists’ third class. The 
direct result of the curtail- 
immigration into the United 

. , and is a rather successful effort 

the loss of the former steer- 


trans- 


¢ . 
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present time, there are really 
ses of ocean service.! The 

‘ss contains only three ships, 

f which went into service 
\larch. These, the Ile de France 
l'rench Line, and the Bremen and 
f the North German Lloyd have 
luxurious accommodations 
ships of the other classes. 
class, commonly called the 

, consists of a large number of 
ree of which, the Leviathan of 
ted States Lines, the Majestic 
White Star Line, and the Beren- 
the Cunard Line are not so 
as the de luxe group, but are 
larger, all of them being over 
ns. All of these ships are 

is not to be confused with that 


tic Conference. 
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first class, but still do not command 
such high fares as do the de luxe group. 
The cabin ships, although the name has 
been used only since the War, are 
generally different from the first-class 
liners only in size and quality of serv- 
ice. This class is headed by the De 
Grasse and the soon to be completed 
Lafayette of the French Line. ‘These 
French ships are the most luxurious 
of their class and thus command the 
highest rates. Some of the cabin 
ships, especially those of the United 
States Lines, are converted first-class 
liners, while a number of the British and 
German ships have been built for use 
in the cabin service. 

The Factors of Luxury and Speed 

It seems that the American public 
wants luxury on its European trips. 
It is well known among shipping men 
that each of the three de luxe ships is 
more nearly booked to capacity the year 
around than ships in any one of the 
other classes. It has been stated that 
the [le de France has been running full 
for 12 to 14 of its 16 round trips a year. 
The tourist likes tosay to his friends that 
he traveled on the very finest ships, 
and will pay a premium for the reputa- 
tion for luxury. ‘The same trend is 
evidenced in the cabin ships by the 
popularity of the De Grasse. The ship 
owners are all trying for the tourist 
trade, and as a result future ships of 
all classes probably will be built with 
more and more luxurious refinements. 

The recently Bremen and 
Europa are the fastest ships on the 


built 
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ocean. The Cunard Line is now build- 
ing a high-speed ship tocompete with the 
Germans, and the United States Lines 
also is considering building fast ships. 
It is pertinent at this point to inquire 
how far the tendency towards increased 
speed will go. So far as_ technical 
developments are concerned, ships have 
not yet reached their maximum speed. 
‘The limiting factor seems to be more a 
question of cost than of technique. 
Fuel and overhead charges are by far the 
largest costs of any transatlantic voy- 
age. Any increase in speed requires a 
very much larger percentage increase 
in the amount of fuel used and in the 
cost of the engines. ‘Thus it is impera- 
tive for the Bremen to have a higher 
income per trip than other ships of 
the same size in order to cover the costs 
of operation. ‘The cost of passage ina 
fast ship must either be higher than in 
a slower one, or accommodations must be 
smaller so that more passengers can be 
carried. But since passengers insist 
on comfort, the size of rooms cannot 
be cut down materially. It therefore 
becomes necessary in building a fast 
ship to make it large enough to carry 
a great number of passengers so as to 
divide the fuel and overhead costs 
among as many aspossible. Size, how- 
ever, is a limiting factor in speed, so 
that a vicious circle is established. 
High-speed ships must either charge 
high fares or operate on a very economi- 
cal basis in order to cover expenses. 

There is always a certain number of 
people who are in a hurry to cross the 
ocean and who will take the fastest 
ship regardless of other considerations. 
This type of passenger, until this year, 
used the Mauretania, despite the fact 
that some of the slower ships were 
more comfortable. The majority of 
passengers, however, will sacrifice a cer- 
tain amount of speed for luxury, first- 


class service, and comfort. Thus 
there is a number of fast ships, t] 
most comfortable of them will be sy;, 
to get the greatest business. In orde, 
to have a fast ship carrying passenger. 
at a reasonable rate, it will be necessa; 
to sacrifice the size of accommodation: 
to sacrifice comfort for speed, the fas: 
ship charging moderate prices will | 
unprofitable. 

At the present time, the Bremen and 
the Europa are between half a knot and 
a knot faster than any other ship on th 
ocean and average three and one-hali 
knots faster than most ships. It i 
very likely, however, as_previous| 
mentioned, that the Cunard line 
have ships to compete within the nex! 
two years or so, and there is some pos- 
sibility of competing American ships 
It is improbable that these ships wil! b 
much faster than the first two unless 
there is some development in the tech- 
nique of marine engine building whic! 
will allow higher speeds without great}; 
increasing costs of operation. In order 
to make any great saving in time, t! 
speed of ships will have to be increased 
considerably above the present limits 
Increases in speed in the past years ha\ 
been small. In 1911, the Maureta 
developed an average speed for a vo! 
age of 26.06 knots, while the Brem 
record, made last summer, is 27.9! 
knots. ‘To the uninitiated, an increas 
of half a knot an hour seems small, | 
this is a real achievement on the ocea! 
Such an increase, however, would sav‘ 
only about two hours between Nev 
York and Plymouth, and would inv 
a great increase in cost of operat! 
which passengers would be unwilling 
pay. Therefore, itseems likely that 
increases in speed will be small 
technical developments allow a 
increase without a more than p! 





knots slower. 
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in the costs of operation. 
operating at approximately 
peeds, competition will be on 
of luxury and comfort of 
lations. 
reased overhead on large, high- 
sels can be met by making 
a year. The North German 
wever, is decidedly under a 
in the operation of the Bre- 
| the Europa. The fact that 
hese ships go to Bremen means 
must spend an extra day to 
ir final destination after they 
large proportion of their 
at Southampton and Cher- 
\s the same first-class rate is 
all ports, and second- and 
rates to the more distant 
nly very slightly lower, the 
of this extra day are not made 
the fares. Thus there is an 
expense for fuel, food, and 
which is not paid for. In addi- 
ships make no more trips a 
an the Ile de France, which is 
The result is that 
not get the benefit of this 
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of European Ports Under 
a Merger Scheme 


fact makes it seem that it would 
from the profit point of view 
one of the French ports the 
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The possibility thus presents itself 
of some sort of a merger or working 
agreement between the French Line 
and the North German Lloyd. The 
merged line could offer a weekly service 
consisting of the three finest ships on 
the North Atlantic. The le de France, 
although not so fast as the other two, is 
fully as luxurious, and the combined 
lines would be able to meet the com- 
petition of any others which might 
enter the field. The French Line would 
then be able to offer a de luxe weekly 
service and the Lloyd Line would have 
the facilities of the port of Le Havre, 
which is only about three hours from 
Paris, as compared with the seven 
hours from Cherbourg to Paris. The 
accompanying map shows French, Brit- 
ish, and German ports, and the dis- 
tances between these ports and various 
large cities of Europe. The German 
ships at present call at Cherbourg, 
and then at Southampton and Bremen. 
The schedule allows passengers to reach 
Paris by lunch time, and London by 
dinner time of the fifth day, and Berlin 
by dinner time of the sixth day. If 
the ships call at Le Havre instead of 
Cherbourg, a through train from Le 
Havre will allow passengers to reach 
their destinations in Germany earlier 
than under the present schedule; there 
will be no difference so far as London 
and Paris concerned. ‘This will 
involve no inconvenience to passengers, 


are 


tination and to send the ships as most of them take trains from 
men only occasionally. Under Bremen to other parts of Germany. 
ent tentative schedule, 16 round Although the train would be 
year will be made. Adoption of longer, less time would be required to 
rts as the final destination will get to their destinations. 

ssible at least 3 additional trips Although the merger undoubtedly 
lf 19 trips a yearcan be made _ would be economically sound for the 
he ships are new, they will get de luxe ships of the two lines, for the 
benefit of their reputation and other ships the advantages are not so 
much larger return to their clear. A large number of passengers 
prefer to go direct to Germany, and the 


r i d a 
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smaller ships of the Lloyd line would 
cater to this trade by making Bremen 
their last call. ‘The French ships, of 
course, would not go to Bremen. For 
this reason, the best arrangement might 
be a working agreement between the 
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chief stockholders have always desired 
profits, they still retain this civic pride, 
and at the present time are trying ¢, 
build the port of Bremen up to jt; 
pre-war eminence. The outlined pro- 


posal would take its two largest ships 
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two lines for the use of Le Havre for the 
Bremenandthe Europa. Anagreement 
could be made between the two lines for 
a division of the receipts of the three 
ships on an equitable basis. A further 
large economy would result from the 
maintenance of joint booking offices. 
This is a large item of expense for any 
line, and one office occupying the same 
space with the same number of em- 
ployees could probably serve the purpose 
at present served by two. 

‘There are two main objections to any 
consolidation. In order to 
understand the first of these, it is 
necessary to go back into the history 
of the North German Lloyd. This 
company was founded in 1857 by 
wealthy citizens of Bremen in order to 


type of 


create a shipping line which would make 


their port its headquarters. While the 


away from the port. As the citizens 
after the War again contributed heavily 
to rebuild the Lloyd Line, they are 
vitally interested in the ships. ‘They 
would have to be thoroughly convinced 
that the profit to be made by such : 
merger would be very substantial, 
because it is doubtful if they would 
allow the ships to leave Bremen for a 
small additional profit, even though t! 

ships still flew the German flag. 

The second objection would be from 
the crew. At the present time it Is 
almost entirely German. When 1 
ship is in port, the majority of the crew 
is permitted to go home, and for that 
time is not paid. If the chief p 
should be Le Havre, the German crews 
would be able to get home only 
infrequent intervals, and it might eve! 
be necessary to recruit French crews 
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Because 
ts of operation cannot be 


Bremen 


velopment of 
es a grave problem for the 


hips, combined. 


ips. Such a step would 
dissatisfaction among the 
; the ships are the pride, not 


men but of the entire nation. 
these objections can in part 


e by sending the German 


Bremen every two months or 


8) 


possibility is to use Le 
luring the so-called summer 


m May 15 to October 15. 


trips could then be made 


trafic is at its heaviest, while 


winter, when travel is less 
the final 
tso greata loss. Either of 
sals would serve to lessen 
ns of the stockholders and 
and at the same time would 
y the crew. Bremen would 
idered the home port, but 
be used so frequently. Al- 
nationalistic feelings would 

complicate the situation, 

that the difficulties could 
ed over. The economies 
ubtedly be great. 


could be 


m of the Less Luxurious 
aT 
Ships 
the de luxe 
It has 


France 


is first-class ships. 
that the Ile de 


nch Line is more profitable 
Paris and the France, both 


The same 
holds for the Bremen and 
compared with other first- 

During the peak of the 
son the demand for accom- 
is large enough to fill prac- 
ry first-class ship on the 
it during the off seasons a 
of them run comparatively 
the major portion 
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reduced with a smaller number of 
passengers, half-empty ships are very 
likely to operate at a Four 
fifths of the total costs of a trip are 
interest, depreciation, and other costs 
which do not vary with the number of 
The only costs that are 
at all susceptible to reduction are 
crew expenses and food. ‘The number 
of room stewards and waiters and the 
amount of food can be somewhat 
reduced, but the savings will not be 
appreciable. Thus it becomes clear 
that during the off season only the 
most popular, that is, the most luxurious 
ships pay. ‘The first cost of the average 
first-class liner will run between $8,000,- 
000 and $15,000,000, so that it can 
readily be seen that interest and 
depreciation make laying up for the 
winter very expensive. Also, any line 
which has mail contracts must keep 
up a regular schedule of sailings or 
forfeit the contracts. 
Some effort has been 
the first-class liners for special winter 
cruises. Thus, this winter, the Maure- 
tania is making a cruise of the West 
Indies, while other ships are going 
around the world and to the Medi- 
terranean. ‘These cruises seem to afford 
the best opportunity for ship owners 
to get profitable during the 
winter, but they intro- 
duce complications. 
year, the Cunard Line put the Caro- 
nia into the regular service between 
New York and Havana. ‘This action 
resulted in a rate war with the Ward 
Line and the United States Shipping 
Board. Nevertheless, winter cruises 
outside of the regular routes seem to 
offer the best means for making the 
first-class ships profitable during the 


loss. 


passengers. 


made to use 


loads 
frequently 
For instance, last 


off season. 
It seems likely, however, that with 
the building of new de luxe ships the 
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rate of obsolescence on many of the 
older ones will be increasingly great. 
The final outcome will probably be 
that many of the ships will have to be 
withdrawn from active service before 
they fully depreciated or else 
will be run at large losses. 

In considering the third class of 
ships, the cabin ships, it must be 
remembered that they, as previously 
stated, differ from the first-class liners 
only in size and in quality of service. 
The building of large speedy ships 
has made a number of the older 
vessels of about 20,000 tons and 18 
knots obsolete. Passengers are no 
longer willing to pay the same price 
for accommodations on these ships as 
on the larger and more luxurious 
ones. Actually, the cabin ships have 
3 classes, but the first-class accommoda- 
tions on them correspond closely to 
second-class on the big liners. As a 
matter of fact, with few exceptions, 
cabin rates are slightly lower than 
second-class rates on the largest ships. 
At the present time, third-class accom- 
modations on the cabin ships corre- 
spond more nearly to the old steerage, 
while third class on the big liners is 
reserved for so-called students or tour- 
ists and commands a somewhat higher 


are 


price. 

The cabin ships, as a rule, are from 
15,000 to 20,000 tons in size and have 
a speed of from 16 to 20 knots. Since 
this service has increased 
very greatly in popularity in recent 
years, a number of ships have been 
especially built for it. Here again 
competition is coming to be on the 
basis of luxury and comfort, as exem- 
plified by the overwhelming popularity 
of the De Grasse, the finest and most 
luxurious ship of its class. On the 
other hand, the older, less comfortable 


class of 


ships are losing out. 
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The Future of American Passenger 
Shipping 


Another question which has recently 
become prominent is the further devel. 
opment of United States passenger 
shipping. As a result of Presiden: 
Hoover’s attempt to stabilize business. 
Postmaster General Brown submitted 
new contracts for transatlantic mails. 
In return for the construction of ney 
ships estimated to cost about $150,000,- 
000, the original proposal called for 
payments of approximately $3,000,000 
per year for carrying European mails, 
The ships had to be built in this country 
and had to be operated under the 
American flag. ‘The ships to be built 
were three de luxe high-speed liners, 
four cabin ships of 20,000 tons and 
20 knots, and four combination cargo 
and passenger ships of 12,000 tons 
and18 knots. Asa result of objections 
by the United States Lines, the proposa! 
was amended so that only two de luxe 
liners and two cabin ships had to be 
built, at an estimated cost of approxi- 


mately $80,000,000. The mail pay- 
ments, however, remain the same. 
The ship owners will be able to borrow 


75% of the cost of the ships from the 
government at low interest rates unde! 
the terms of the Jones-White ct, 
but the remaining 25% must be raist 
privately. In other words, for carrying 
the mail the Government will pay th 
lines 3.75% per year on their 
investment and will guarantee 
payment over a period of ten years. 
At the present time, the United States 
Lines receive $2,500,000 from the Gov- 
ernment on mail contracts and d 
have to build new ships. Thus, 
lines claim that they will hav: 
spend $80,000,000 for new construct 
and will get only $500,000 addition: 
revenue from the Government. 4 
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t is doubtful if the contracts 


Postmaster General will find 


Ai 


ide these contracts, what 
ssibility of building up an 
passenger service to rival 
n, French and British? The 
bling block is that of cost. 
n and Europa probably 
$17,500,000? each, while 
cost of the Ile de France 
$13,500,000. In the Post- 
neral’s proposal he estimated 
\merican ships of the same 
at least $30,000,000. It 
that this figure is low. 
been estimated as 80% 
tal cost of building a ship, 
here is much higher than 
In addition, the American 
have never built ships of 
20,000 tons, and the mis- 
are bound to be made on the 
mpts will run costs up very 


ther. 


difficulty is getting Ameri- 
en to man the ships. It is 


wn that standards of living 


higher here than abroad. 


ber of men who will be willing 


heir homes and families for 
ls will be smaller and wages 
o be higher. Of course we 
traditional seamen of the 
nd coast who have the call 
in their blood, and many 

a matter of course, spend 


n the ocean. ‘The typical 


er of today, however, does not 


The Ile 


the seaman type. 


the cost of the German 
These estimates are 
believed 


ation on 
ble to obtain. 
p 


similar vessels, and are 


y correct. 


de France, for instance, has a crew of 
940 men. Of this number 46 are 
officers, 128 are in the engine room, 
and the remainder are engaged in 
what is called the civil service; that is, 
they wait on tables, cook, take care 
of cabins and the like. The old time 
seaman who took his turn at the wheel 
and worked around the ship is gone 
from the passenger service. It is 
doubtful whether the liners can man 
their crews with American labor. 
Finally we have the question of 
prohibition. Ships under the American 
flag are now allowed to serve liquor 
on west-bound trips only. On this 
account American ships are at a dis- 
tinct disadvantage, so far as those 
American tourists are concerned who 
want to be able to drink while aboard. 
The first two difficulties mean that 
American ships will have to charge 
higher rates than the others in order 
to operate at a profit, or that they will 
have to be heavily subsidized. Need- 
less to say, the mail contracts men- 
tioned previously are not nearly suff- 
cient to cover the additional costs of 
building ships in this country, to say 
nothing of the higher costs of operation. 
Despite the Jones-White Act, which 
allows the Government to lend up to 
75% of the cost of building new ships 
at a low interest rate, it will be very 
dificult, if not impossible, to find 
private investors to furnish the re- 
maining 25%. Finally, American tour- 
ists, despite their desire for luxury, will 
not be strongly inclined to pay more 
for the privilege of traveling on Ameri- 
can ships. The time, therefore, seems 
to be far distant when we shall have 
an American built, American manned 
and American owned passenger fleet. 
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TRANSPORTATION 


ARTINGTON’S new book! on 

the relationships between railroad 

purchases and the business cycle 
is timely and interesting. It appeared 
almost simultaneously with the rail- 
road announcement that in response to 
President Hoover’s suggestion the pro- 
gram of expenditures for additions 
and betterments for 1930 would be 
enlarged rather than curtailed, so that 
railroad purchasing power might be 
utilized to offset in part the adverse 
psychological effects of the recent col- 
lapse of the stock market. ‘The study 
was purposely narrowed to a rather 
limited section in a wide field, but 
because that section has not heretofore 
been explored, and because the work 
is painstaking and scholarly, it is a 
distinct contribution to the literature 
of the business cycle. 

The author has gone over the avail- 
able data from 1870 to 1926, and has 
traced the relationships between rail- 
road purchases in steel rails, loco- 
motives, freight cars and passenger 
cars, and the upward and downward 
swings in business activity. He as- 
sumes that these four elements in the 
railroad budget, the only items that 
may be traced with any degree of 
accuracy, especially in the earlier years, 
are sufficiently typical of railroad pur- 
chasing policies as to be indicative of 
the whole. He concludes that in a 
najority of business revivals railroad 
activities in buying were under way 
some months before commercial and 
industrial activity began its recovery. 

1 Railroad Purchasing and the Business Cycle, 
by John E. Partington. Washington: The Brook- 


ngs Institution, 1929. 309 pp., price, $3. 
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Likewise, in most declines in busip 
activity the railroads curtailed 
buying in advance of the decli: 
general business. ‘The tendency, h 
ever, for changes in railroad purcha 
activity to precede similar changes 
other fields was more marked in rec: 
sions than in revivals and more striking 
in the nineteenth than in the twentie 
century. 

As to whether railroad purch: 
are in themselves a major facto: 
determining the ebb and flow in | 
ness, the author is not definite. H 
suggests, however, that the relation- 
ship was closer in the earlier than int 
latter part of the period reviewed. 
During recent years the railroad | 
chases have been a smaller element 
than formerly in the general bus ines 
situation, and there has been a decre 
ing tendency for changes in railroad 
buying to anticipate (or cause) in- 
creases or decreases in general busin 
activity. The causal relationships be- 
tween different phases of business 
admitted to be too complex to permi 
of generalization from the stud) 
single element. A large part 
value of the book lies in its wealt 
data, from which the student may dra¥ 
his own conclusions, and in the objec- 
tive nature of the discussion. 

That value would have been en- 
hanced had more space been give! 
to the recital of related economic facts 
not mentioned, which might shed light 
on the reasons why at certain tim 
railroad orders for rail and equipment 
were curtailed or increased. In ' 
period 1908-14, for example, no | 
ence is made to the serious declin 
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net income because of higher 
costs, and because the car- 
unable to convince the 
Commerce Commission that 
ite advances were justified. 
ne sixth of all railroad mileage 
eivership. The credit of the 
was seriously impaired, and 
pacity to purchase was sub- 
comparison with other in- 
Nor is any mention made of 
erted program adopted by the 
n of Railroad Executives in 
hich they pledged themselves 
take an extensive progam 
al improvements, notwith- 
the then unsatisfactory rate 
on investment value. The 
factor of increased operating 
ind its relation to the need 
ional equipment are not 
ipon, nor is there comment 
ecent substantial decline in 
passenger traffic. No weight 
to the changes in locomo- 
ity. Throughout the whole 

‘ purchases are quantitatively 
in number of locomotives, 
he 1926 unit had two or three 
tractive power of the locomo- 
the nineties. The number of 
and passenger cars in use 
actually less than in 1920. 
nber of freight cars is practi- 


same. Because of better 
n of equipment, the additional 
trafic has been handled without 
sity for additional locomotives 
and the smaller volume of 
rafic has required less 
ent. ‘These facts have impor- 
ring upon recent orders for new 
ent and also may explain in 
y the relationships between 
buying and the business cycle 
years have not been the same 
period from 1870 to 1goo. 


Two volumes? on the railways of 
Great Britain have recently been writ- 
ten by one who is well qualified for the 
task. Sherrington served several years 
as Lecturerin Transport, London School 
of Economics, University of London, 
and is now Secretary of the Rail- 
way Research Service, an organization 
sustained collectively by the railways 
of Great Britain. His experience in 
his own country was supplemented 
by about two years’ residence in the 
United States, when he was instructor 
in economics at Cornell University. 
The volumes are of especial interest to 
American readers, since the author in 
discussing the rail problems of his own 
country makes frequent comparisons 
with railway practise in the United 
States and Canada. When the many 
differences in policy and practise of the 
two countries are discussed in com- 
parative terms, their significance is 
clearer to one who is unfamiliar with 
British terms. 

Volume I deals with the history and 
development of railways of Great Brit- 
ain from their beginnings in 18or. 
Since 1923 they have been operated as 
four great systems. It is interesting 
to note that the British were able to 
bring about complete unification in less 
than two years after the British Rail- 
ways Act of August, 1921, was passed. 
Its consolidation section was patterned 
after our 1920 law, but we _ have 
made comparatively little progress in 
that respect. The British plan was 
compulsory; ours relies upon volun- 
tary action in line with principles 
approved by the Interstate Commerce 
Commission. 


2 The Economics of Rail Transport in Great Britain, 
by C. E. R. Sherrington. New York: Longmans, 
Green & Company, 1928. 2 volumes, 283 and 332 
pp., price, $5 each. 
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The first two chapters deal with the 
functions of transportation and the 
birth of British railways. Then fol- 
low brief corporate histories of the 
Southern, the Great Western, the Lon- 
don, Midland & Scottish, and the 
London & North Eastern. ‘Thetedious- 
ness of recital of dry facts is relieved by 
the occasional injection of interesting 
and significant sidelights. Next there 
are for excellent chapters which record 
the development in physical equip- 
ment—track structure, locomotives, 
passenger coaches and freight wagons, 
with incidental references to the 
“battle of the gauges.” ‘The conclud- 
ing chapters relate to governmental 
regulation. 

Volume II deals with rates and 
The 15 chapters fall into two 
groups. In one the discussion is from 
the point of view of an economist and 
pertains to the effect of transportation 
on social and economic organization, 
the theory of rates and fares, and state 
ownership. In the second group the 
point of view is that of a railway 
technician, describing and criticizing 
methods of internal organization, fi- 
nance, the clearing house, train opera- 
tion, trafic control, marshaling yards, 
electric traction, railway statistics and 
highway competition. Compared with 
American transportation textbooks, the 
space allotted to broad economics is 
relatively small and that given to 
operating technique is relatively large. 
ach volume is intended to be complete 
in itself, and is sold separately. 

While the American reader will find 
in Volume I many items of interest 
in the chapters which trace the his- 
torical development in physical facili- 
ties and equipment and explaininpart 
certain differences between British and 
American design and practise, he will 
probably get more out of Volume II. 


service. 


The discussion of rate Principles js 
from a somewhat different approach 
than in our text-books, and furnishes 
analogies and illustrations which are of 
value. A large proportion of Americay 
readers may wish that the author had 
extended himself more in that field to 
the possible exclusion of some of the 
technical detail in chapters on traiy 
operation, but in the technical chapters 
the American railway officer will find , 
great deal of interest, especially 
the comparisons made with American 
practise. 

In view of the attitude of skepticism 
held by many British railway officers 
on the value of operating statistics, 
Sherrington exhibits courage in criticiz- 
ing that attitude and in commending 
American practise in statistical control. 
We place a high value on gross ton 
miles (including tare weight of ca: 
well as the weight of the freight) as 
measure of operating efficiency. Such 
data are not compiled in Great Britain, 
nor are their net ton miles computed as 
carefully as ours. Sherrington advo- 
cates the use of gross ton miles as an 
aid to managerial control, but he does 
not go so far as to recommend our 
separation of expenses between classe 
of service. The difficulty in separating 
joint costs is somewhat exaggerated, 
but the author’s views on the subject 


are shared to a considerable extent by 


those in this country who believe that 
the Interstate Commerce Commission 
requirements go beyond the realm o! 
reason in such things. It may be 
noted, however, that while Sherrington 
shies away from attempting to find out 
on the one hand the cost of running a 
passenger train, and on the other hand 
the cost of running a freight train, he 
does not hesitate to estimate the cos! 


of stopping and restarting a passenger 


train as 3s. 6d. Surely there is more 
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n in such an estimate than in 
common expenses between 
asses of service. 
\merican reader may be dis- 
in finding such inadequate 
»costs. He would be inter- 
knowing how British main- 
‘penses compare with ours. 
y suitable comparative unit 
t available, but Sherrington 
have included an analysis 
ical British income account, 
ild at least show the pro- 
f both revenues and expenses 
maintenance of way, main- 
equipment, transportation, 
pense and taxes. 
rial traffic management is one 
wer professions. Its real 
are found in the develop- 
regulation of railroad rates 
he passage of the Hepburn 
n-Elkins acts of 1906 and 
amending the 1887 Act 
te Commerce and conferring 
itional powers on the Inter- 
mmerce Commission. Nota- 
‘ the added powers were those 
bing reasonable rates and 
, proposed rates pending the 
ion of their reasonableness 
mmission. ‘The new privilege 
pension by the Commission, 
its own initiative or on 
’m interested shippers, led 
» employ experts, who were 
their entire time to pro- 
transportation interests of 
vers. 
ere is a wealth of literature 
elds of railroad economics, 
ental regulation and principles 
iking, there are very few 
ch deal specifically with the 
n of the industrial traffic 
nt and the technique of indus- 


management. ‘The new 


ae 
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volume* by Bryan is, therefore, a 
welcome addition to the very small 
number which deal with the subjects 
from the vocational point of view. 

Bryan’s treatment does not entirely 
neglect the broad economic aspects, 
for there are chapters on the significance 
of transportation as an economic force, 
the geography of ‘traffic, and the prin- 
ciples underlying the making of rates. 
By far the greater part of the book, 
however, is devoted to the functions 
of the traffic manager, types of organi- 
zation and details of administration. 
Among these details are discussions 
of the problems in receiving and ship- 
ping rooms and in rate and tariff 
bureaus, the technique of tracing and 
expediting shipments, and the manage- 
ment of intraplant and local transporta- 
tion. The concluding section deals 
with legal considerations, such as those 
in shipping papers and claims, and 
with procedure before the regulating 
authorities. 

The author has produced a satis- 
factory text-book for use in under- 
graduate schools of business and as 
collateral reading in connection with 
cases used in graduate schools. He 
is at home in his subject, sound in his 
general philosophy, clear in description 
and accurate in detail. Outside of its 
value in the class room, the book should 
be of interest to executives who may 
wish to know more about the trans- 
portation aspects of business, and to 
traffic managers, both common carrier 
and industrial, who may wish to com- 
pare their own organizations and meth- 
ods with those described and criticized. 

The teacher in economics has had a 
fairly wide range of choice in text- 
books intended for use in undergradu- 


Aulls 
1929. 


3 Industrial Trafic Management, by Leslie 
Bryan. Chicago: A. W. Shaw Company, 


392 pp., price, $4. 
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ate courses in transportation, but 
the changes in organization, operating 
methods, extent and variety of services, 
and governmental regulating policies 
have been so many and so fundamental 
during the past decade that the two 
new texts‘ in the field of transporta- 
tion are welcome additions. ‘They were 
written by men who are well qualified 
for the task, and either book will serve 
as a satisfactory text in undergraduate 
classes. Both attempt to cover the 
whole field—rail, water, highway and 
air—and consequently they are rather 
formidable in size. Compared with 
former text-books, the space given to 
rail transportation is relatively small. 
The authors’ desire to include in one 
volume an adequate treatment of the 
economics of motor, inland waterway 
and air transportation required cur- 
tailment in the rail section. 

In the preparation of his volume Dag- 
gett was persuaded that these differ- 
ent mechanisms of transportation are 
so closely connected with one anoth- 
er in the common task of moving 
people and goods that it is no longer 
possible to understand the activities 
of any one of them without being 
cognizant, in some degree, of the work 
of the others as well. The underlying 
principles of transport no longer find 
their best expression in the field of any 
single agency. The author is_ con- 
vinced that at this time more may be 
expected from an attempt to see the 
transport problem as a whole than from 
continued preoccupation with its vari- 
ous parts. 


4 Principles of Inland Transportation, by Stuart 
R. Daggett. New York: Harper & Brothers, 1928. 
705 pp., price, $4. 

Principles of Transportation, by Emory R. John- 
son, Grover G. Huebner and G. Lloyd Wilson. 
New York: D. Appleton and Company, 1928. 815 


pp., price, $5. 


A distinctive feature of Daggett’s 
book is the relatively slight attentioy 
given to administrative and operating 
phases and the relatively great empha- 
sis placed upon social factors apd 
economic geography. The titles ‘ 
chapters VIII to XV, inclusive. ay, 
Effects of Improved Transportation 
upon Industrial Society; Localization of 
Sources of Supply; Routes Connecting 
Producing and Consuming Territories 
(Great Lakes and Major Railroad 
Routes); Commodity Movements: 
Grain, (b) Live Stock and Fruit, and 
(c) Lumber, Cotton and Sugar; and 
Competition of Routes. Emphasis ix 
placed also on the transportation or- 
ganization in foreign countries. Ip 
these fields the author has brough: 
together much information not hereto- 
fore available in a single volume, but 
the space devoted to them has necessi 
tated the condensation of other things, 
especially rates and service obligations 
The text is well supplemented by map: 
and charts, but unfortunately they ar 
on such a small scale that many of them 
are difficult to read. 

While the joint production of John- 
son, Huebner and Wilson is equally as 
comprehensive as Daggett’s, the uw 
volumes differ in the relative spac 
devoted to each of the four forms 
transportation and in the emphasis 
placed upon the several factors in ea¢ 
form. Johnson stresses the adminis- 
trative features, which Daggett touches 
upon lightly or ignores. Daggett em- 
phasizes the geography of traffic, a sub- 
ject not treated by Johnson. ‘The two 
volumes are complementary. Eithe 
might be used as the text-book with 
the other as supplementary reading. 

Although it is difficult to general 
ize, it may be said that Daggett 
the point of view of the profession 
economist looking upon transportato! 
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as place utility, while Johnson 
two collaborators write in 
business administration, re- 
service from the internal as 
he external point of view. To 
is mainly interested in “‘what 
hnson will have the greater 
while he who has the major 
‘why it is’? may get more 
Johnson excels in the 
tion of factual material; 
is at his best in philosophical 
n. This is not to say, how- 
Daggett neglects the state- 
facts nor that Johnson fails to 
ns. The difference is in the 


books reflect credit upon the 
Teachers of transportation 
; interested in the subject now 
ailable two comprehensive and 


late books in a field of applied 


ics that has had many important 
ince the war period. 


ing’s book® is an excellent sum- 


1919, He 


f the discussion preceding the 
nt of the 1920 law, under which 
ads, after the period of Federal 

were restored to pre-war 
After reviewing the several 
considered by Congress in 
rring analyzes the law as it was 
enacted, especially the sections 
to rate making, consolidation 
apture of excess earnings. He 
‘es the results during the first 
irs of railroad operation under 
Throughout the first half 
ook he lays the foundation for 
iewhat brief discussion of the 


railroads, and in the second half 


a 


ow little progress has actually 
ccomplished in solving their 
He makes clear that the 


Problem of Weak Railroads, by James M. 


Philadelphia: University of Pennsylvania 


176 t 
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1920 rule of rate making can not oper- 
ate satisfactorily while weak roads con- 
tinue to exist as such. He then shows 
that the principal purpose of the con- 
solidation provision was to take care 
of the weak roads, with recapture of 
excess earnings an expedient to curb 
the strong roads during the transitional 
period, and he traces the halting prog- 
ress of nine years toward the objective 
Congress had in mind. 

Since the book was written, the Inter- 
state Commerce Commission has pro- 
mulgated its “final’’ plan, which allots 
practically all of the weak roads to the 
19 systems now proposed. That part 
of the book which dwells upon the im- 
practicability of formulating such a 
plan is, therefore, of value only as an 
explanation of the long delay. The 
plan, however, is “final” in name only, 
and some time will elapse before we 
know whether it really marks the begin- 
ing of substantial progress. 

Herring has skilfully marshaled the 
pros and cons of the moot points in 
rate making, consolidation and recap- 
ture, but has been cautious in expressing 
his own views except in the final chap- 
ter. Therein he reaches the conclusion 
that while the 1920 law was based on a 
clear understanding of the problem of 
the weak road and was commendable in 
aim, the defects now apparent have 
prevented it from accomplishing the 
main purpose. He believes that the 
law as it stands provides a framework of 
regulatory machinery that will be am- 
ple, if the parts function properly, to 
take care of the weak carriers, but 
nevertheless the problems of such car- 
riers are individual problems, demand- 
ing such individual treatment as the 
Interstate Commerce Commission may 
deem advisable. 

As to the manner in which each weak 
road should be taken care of individ- 
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ually, the author is somewhat vague. 
The book is better in description of 
what was intended, what has been done, 
and what others think, than in a con- 
structive program for further progress. 
And incidentally, it may be noted, he 
evades one of the most difficult points 
in the approach to the problem. He 
does not answer the question which 
should have been answered in the intro- 
duction—‘* What is a weak railroad?” 


Witiram J. CUNNINGHAM 


FOREIGN TRADE 


Measured in volume, a very large 
share of international trade consists 
of the great staple raw materials and 
foodstuffs. Of enormous importance to 
the every-day existence of mankind, 
these commodities are by their very 
nature subject in most cases to strong 
competition in production, trade and 
transport. ‘They are usually handled 
in highly organized markets and traded 
on the closest of margins. ‘The prob- 
lems connected with the trade in such 
commodities, therefore, differ in many 
respects from the export and import of 
most manufactured products. Much 
of the literature on foreign trade, how- 
ever, has dealt with the problems of 
trade in manufactured goods. Infor- 
mation concerning international trade 
in the staple raw materials is widely 
scattered and, in certain of its technical 
unobtainable from _ printed 
sources. In his book! Pratt has 
brought together for the first time in one 
volume information concerning the mar- 
keting of this important group of goods. 

The author has selected thirteen com- 
modities: cotton, wool, silk, jute, rubber, 


aspects, 


1 International Trade in Staple Commodities, by 
Pratt. New York: McGraw-Hill 
Incorporated, 1928. 570 pp., 


Edward Ewing 
Book Company, 


price, $5. 
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wheat, sugar, tea, coffee, nitrate of soda. 
coal, petroleum andlumber. Thetreat- 
ment of each of these is primarily infor. 
mational and descriptive. While the 
discussion for each commodity is not 
wholly uniform, each chapter covers, jp 
general, for each commodity considered 
the following subjects: statistics of 
production, consumption and world 
trade over a series of years; a descrip- 
tion of the methods of production and 
marketing in the producing areas; the 
methods and organization for market- 
ing in the exporting countries, and, 
where such exists, in the great world 
marketing centers; the organization 
and methods of importing and dis- 
tribution in the consuming countries; 
the methods of financing the trad 
both in the primary markets and in 
the import markets; details concern- 
ing sales contracts, grading, sampling, 
packing, handling, storage and so on. 

Within the limited space allowable 
for the treatment of these various 
topics for each of the thirteen commodi- 
ties, the author has assembled an 
astonishing amount of information con- 
cerning both the general aspects of 
production and of market organization, 
and also the technical details of market- 
ing and financing. The commodity 
specialist will be able to find some 
significant omissions and 
misstatements on certain of the tech- 
nical details of his own special field. 
Such faults, doubtless, are inevitable 
in a book of this magnitude, written 
by a single individual who covers a 
large field in such highly technical 
subjects as the marketing and financing 
of staple commodities. Manifestly, 
much of the material had to be drawn 
from secondary sources, or, when ob- 
tained directly, came from individuais 
in trades which vary in method fron 
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place to place, and even within th 


occasional! 
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Under such conditions 
mple opportunity for stating 
treatment of detail would 

satisfy the commodity spe- 
But this should not detract 
distinct service the author 
1 in giving in readily avail- 
large an amount of reliable, 
information on the technical 

f marketing specific commodi- 
this book is manifestly not 


1 


the specialist in any one 
iewer’s chief criticism is that 
so largely, almost exclu- 
criptive and informative. 
many facts, but only a 
nount of explanation. En- 
in its informational con- 
not go far in interpreting, 
explaining and generalizing. 
re, of greater value as a 
book than as a text-book. 
complete index greatly in- 
usefulness for this purpose. 
Donne of Columbia Uni- 

has written a concise and 
history? of the development 
tional commercial policies 
an countries; an account 
short space gives the reader 
nderstanding of the under- 
rs influencing recent tariff 

Europe. 

| of the volume, comprising 
ne third of the total, gives 
ground of European economic 
that explains the trends of 
trade and tariff policies in 
preceding the War, and the 

‘ the upheaval that occurred 
an tariff and trade policies 
the World War and as a result 
In Part I], which comprises the 
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in Tariff Policies Since the World War, 
Donne. New York: Adelphi Company, 
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bulk of the volume, are discussed the 
post-war commercial policies of Eng- 
land, France, Germany, and Italy, 
with special reference to tariff legisla- 
tion. For England, the author con- 
cludes that, although the war gave 
“new strength and vigor to the old 
tariff-reform movement” and a “‘new 
impulse to the movement in favor 
of Imperial Preference,” actually the 
amount of protection secured under 
the Safe-Guarding of Industries and 
other acts of Parliament are “‘ negligible 
as far as national economy is con- 
cerned.” England still maintains her 
free-trade principles unimpaired. 

For the continental countries, how- 
ever, he shows that the strong protec- 
tionist policies that characterized 
European pre-war legislation and dip- 
lomacy have been reestablished in even 
greater strength than before the War. 
Tariffs have been applied to a wider 
range of commodities, both industrial 
and agricultural; the average rates 
on dutiable imports have reached higher 
levels; and the old policies of reciprocity 
based on pre-war treaties of commerce 
have been abandoned in favor of 
almost unrestricted economic warfare, 
relieved only and in part by the new 
but liberal commercial 
agreements and treaties. Even the 
small amount of free-trade leaven that 
seemed to be modifying the extreme 
policies just before the 


less post-war 


protectionist 


War, now appears to have lost its 
force. Not only has the free-trade 
ideal lost its foundation, the author 


concludes, “‘but on its ruins a new and 
more solid protectionist edifice has been 
built on the basis of new arguments 
that have finally fortified its position.” 
These new arguments, the author as- 
serts, the idea of 
national self-sufficiency, which at pres- 
ent is the ruling motive in the economic 


are based upon 
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life of all European countries. Fur- 
thermore, the author sees scant hope 
that in any near future the conditions 
for a liberalization of European tariff 
and trade policies can be made. This 
is especially true in regard to the 
removal of the desire for national 
self-sufficiency as a means of national 
self-defense against war or conquest. 
Accordingly, he concludes that we may 
look for no effective relaxation of 
tariffs and other trade restrictions in 
Europe for many years tocome. High 
protectionism is in the saddle on the 
Continent and will remain there. 

It is not to detract from the value 
and accuracy of the author’s diagnosis 
of the European tariff situation that 
one hesitates to accept the conclusion 
that the disease must run its course 
indefinitely and that there is no relief 
in sight for the excesses of tariff and 
other trade restrictions. Certainly the 
author is correct in asserting the 
strength of the forces opposing greater 
freedom of trade. Nevertheless, there 
are certain factors that perhaps need 
more weight than the author is inclined 
to give them, factors which indicate 
that some relief may be forthcoming. 
Such are, for example, the action taken 
by the World Economic Conference 
in Geneva in 1927 favoring greater 
freedom of trade, the acceptance of 
these same conclusions by the business 
interests represented by the _ Inter- 
national Chamber of Commerce at 
Stockholm, the development of more 
effective political machinery for the 
assurance of world peace and especially 
for the protection of the smaller and 
weaker states against aggression by 
the larger, and apparently growing 
recognition by a more enlightened 
public opinion of the economic short- 
sightedness of a narrow nationalism. 
These events seem to be indicative 


2-76 


of some reaction against the excess of 
economic nationalism that followed 
in the wake of the World Wa; 
Strength is added to this expectation 
by the apparently decisive defeat of 
protectionist policies in Great Britaip. 

Haring’s book? is an interpretative 
description of South America’s atti- 
tudes and feelings toward the United 
States and its citizens, made by ap 
observer long a student of Latin Amer- 
can political and economic conditions, 
Haring spent an additional year jp 
South America in an intensive study 
of this special subject under the auspices 
of the Bureau of International Re- 
search of Harvard University. The 
book bears evidence of extensive re- 
search, broad knowledge, sound judg- 
ment and a liberal outlook. To the 
business man who would understand 
the basis of Latin American suspicion 
and distrust of the United States, the 
book is highly recommended, not only 
because of the light it throws on the 
actual facts regarding the extent and 
nature of such hostility toward America 
as exists, but also because there is 
indicated something of the business 
man’s responsibility both in causing 
and in preventing or allaying that 
hostility. 


G. B. Roorpacu 


HISTORY OF 
MANUFACTURES IN THE 
UNITED STATES 
Some twenty years ago the Carnegie 
Institution of Washington planned a 
series of volumes which would cover 
the economic history of the United 
States. Research was conducted wit! 


the help of the Institution until th 


3 South America Looks at the United States, | 
Clarence H. Haring. New York: The Macn 
Company, 1928. 243 pp., price, $2.50. 
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tinuance of its Department of 
nics and Sociology in 1916, when 
Var ‘se Board of Research Associates in 
ti Economic History under- 
arry on with the work. 
S. Clark was selected to 
part of the proposed series 
_a history of manufacturing 
tr in the United States; and 
volume of his work, covering 
from 1607 to 1860, was 
in 1916 by the Carnegie 
Subsequent to the World 
Clark resumed work upon his 
nd completed two addition- 
Re- imes,! covering the history of 
manufacturing industries 
1860 to 1928. 


i 


pening paragraph, the author 
it the purpose of his work 
n to cull what is really signif- 


m the mass of materials 
ind so to arrange it as to 
clearly the forces that 


ped the development of Ameri- 
nufactures.”” There is little 
that this purpose has been 
The work does not purport 
xtensively with technology, 
biographical material or to 
history of specific industries 
It does, however, give a 
terpretation of the develop- 
organization and 
teractions of the manufacturing 
United States from 
beginnings three centuries 
truly remarkable 
of recent years. Clark’s 
based almost entirely upon 
urces, such as monographs, 
irnals and bulletins of manu- 

’ associations. The task of 
ng so detailed and thorough a 


the eco- 


in the 


to its 


Vanufactures in the United States, 
New York: McGraw-Hill Book 


rporated, 1929. 3 volumes, price, $15. 
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history upon such sources of informa- 
tion must have been an exceedingly 
arduous one. 

Readers with a particular interest in 
some one industry may feel that the 
author has not afforded that industry 
adequate treatment. It is true that 
certain manufacturing industries in the 
United States are not even mentioned, 
and it is also true that the histories 
of only two industries, iron and steel, 
and textiles, are developed in any 
detail. It is apparent, however, that 
industry in the United States has 
attained to such dimensions that a 
complete history of every industry is 
quite out of the question in any single 
work, and, if humanly possible, would 
only result in confusing the reader and 
befogging the general lines of develop- 
ment which any successful history of 
manufactures should illustrate quite 
clearly. 

Readers with particular interest in 
specialized fields such as technology, 
organization, business cycles, market- 
ing, finance, tariff and labor, may also 
feel that the field of their choice has 
been somewhat slighted. A _ history 
of manufactures must necessarily be 
open to such criticism, however. In 
general, it may be said that Clark’s se- 
lection and treatment of material have 
been excellent. _Noimportant phase of 
our industrial development has been 
overlooked, and the problem of emphasis 
has been well handled. 

The work is written in an excellent 
style, but makes rather heavy reading. 
Organization is satisfactory, particu- 
larly in the second and third volumes, 
where the history is subdivided into 
rather short periods, each period being 
introduced with a chapter of back- 
ground and concluded with a resumé 
of general tendencies and a certain 
amount of interpretation. An unusu- 
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ally complete bibliography, numerous 
foot-notes, and an exceptionally ade- 
quate index and appendixes contain- 
ing statistical material on the period 
covered, increase the value of the work 
for the student of economic history. 

A brief summary of the material 
contained in each of the three volumes 
of Clark’s work follows. Such a sum- 
mary doubtless will serve better than 
criticism to give the prospective reader 
of History of Manufactures in_ the 
United States a clear conception of 
the scope of Clark’s work and the 
manner in which great masses of 
material have been handled. 


Volume I, 1607-1860 

The work begins with a discussion 
of the economic factors which largely 
influenced the founding of colonies 
in America, and carefully analyzes the 
influence of British colonial policy 
upon the early development of manu- 
factures in the colonies. Colonial man- 
ufacture was affected by legislation, 
raw-material supplies, transportation 
conditions, water-power sites, market 
location and demand, and by scarcity 
of labor and capital, unstable currency, 
fluctuating prices, and frequent and 
acute business crises, in a period char- 
acterized by disturbed political and 
financial conditions. 

Subsequent to the post-war depres- 
sion which lasted until 1786, American 
industries entered upon a new phase 
of development. Shipping and ship- 
building attained positions of major 
importance in the United States, and 
the improvements in inland transporta- 
tion made proximity to raw materials 
and markets less important than former- 
ly, leading gradually to industrial con- 
centration and specialization, larger 
manufacturing plants and a more defi- 
nite regional grouping of manufactures. 
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A new currency system was established, 
and during the Napoleonic wars the 
gold supply in the United States was 
completely restored. Manufacturing 
industries in the United States were 
exceedingly profitable during boom 
periods, and the amount of capital 
invested in American industry increased 
atarapidrate. Alternate inflation and 
contraction of currency and continua! 
changes in tariffs, however, made for 
wide price fluctuations and general 
business instability during the period. 

The first volume closes with two 
chapters embodying a study of condi- 
tions prevailing in the metal and the 
textile industries between 1810 and 1860. 


Volume ITI, 1860-1893 


The second volume opens with a 
discussion of leading tendencies in 
world industrial development from 1860 
to 1914. In the discussion the politica! 
consequences of the economic revolu- 
tion are outlined. Industrial states 
were rising to power throughout tli 
world, and the earth’s resources of 
raw materials were coming under their 
control. During this period industry 
was generally regarded as a political 
rather than as a social asset, and 
cutthroat competition for foreign mar- 
kets was encouraging the developmen 
among the European states of a nation- 
alism which was reflected in protec- 
tionist tariff policies and a vast network 
of commercial treaties. As opposed 
to the growth of nationalism, there 
developed during this period a counter- 
influence, internationalism, the growth 
of which was made inevitable by the 
improvements in communication anc 
transport, the developments in et 
the migration of labor and the foreig! 
investment of capital. LF 

The development of the United 
States during the period from 15060 ' 
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marked contrast with 
other leading industrial 
the world. The United 
engaged, not in the culti- 
reign markets, but in the 
nt of the domestic market, 
not so utterly dependent 
en sources of raw-material 
Intent upon becoming as 
ossible a self-contained eco- 
nit, the United States was 
echt into conflict with the 
nations, which were actively 
in extending economic and 
nfluence through the world. 
ient to the consideration of 
world industrial develop- 
e status of manufacturing 
in the North and South 
the outbreak of the Civil 
| the effect of the war and the 
of slavery upon the economic 
f various sections of the 
are described. ‘The develop- 
ring the period from 1860 to 
several important industries, 
ng iron and steel, textiles, ship 
motive building, food, petro- 
irniture, chemicals, paper and 
then discussed. 
third section of the volume, 
‘‘Big Industry in the Making,” 
y of industrial development 
United States is carried down 
The period from 1873 to 
one of marked economic 
though broken by occasional 
nd depressions occasioned by 
hanges in currency and tariff 
Speculation in land, securi- 
commodities was common, 
fits in manufacturing varied 
but the trend of industri- 
perity was certainly upward. 
rtation was extended, sources 
vere developed, exports grew 


and wages and working con- 


ditions may be said to have improved. 
The period was marked by the rise of 
trusts and by the enacting of the first 
anti-trust legislation. 

Almost three quarters of the second 
volume of Clark’s work are occupied 
by a study of certain leading industries 
in the United States during the period 
from 1873 to 1893. ‘The industries 
analyzed in this study are: iron and 
steel, machinery and tool, non-ferrous 
metal, electrical, leather, lumber, rub- 
ber, textile, cement, glass, flour-milling, 
packing, brewing, oil, chemical and 
fertilizer, with principal attention de- 
voted to the manufacture of iron 
and steel and their products, and the 
various textiles and their products. 
In these industry studies, such factors 
as price history, volume of production, 
costs, location of plants, processes, com- 
petition, organization, labor, tariff, and 
exports and imports are thoroughly 
discussed. 


Volume III, 1893-1928 


The first chapter of the final volume 
describes the general economic char- 
acteristics of the period from 1893 to 
1914. The growth of foreign trade, 
the increasing volume of our exports of 
manufactured goods, the development 
of hydroelectric power, intermittent 
labor trouble, the crisis of 1893 and 
the depression of 1907, the growth 
of the consolidation movement in in- 
dustry and transportation, and legis- 
lation by the Federal government aimed 
to curb the powers of great corpora- 
tions, are outstanding phenomena of 
this period. 

The study of certain of the leading 
industries in the United States is then 
resumed and carried from 1893 down 
to 1914. With one important addi- 
tion, that of the automobile industry, 


the list of industries studied is sub- 


BOOK REVIEWS 379 








378 HARVARD BUSINESS REVIEW 


stantially similar to the list of indus- 
tries analyzed in the second volume 
of the work. The method of treat- 
ment accorded the industries also fol- 
lows the same general lines as that 
developed in the previous industry 
studies. Organization, plant location, 
volume of production, technical de- 
velopments, costs, prices and profits 
again receive their fair share of atten- 
tion. The analysis is somewhat ex- 
panded, however, by inclusion of the 
early history of a few individual com- 
panies and by some treatment of 
the changes occurring in marketing 
methods. 

The last three chapters of Clark’s 
work, dealing with the development 
of American manufactures from 1914 
to 1928, will undoubtedly provide for 
many people the most interesting and 
stimulating reading to be found in 
the History of Manufactures. 

The author considers that since 1914 
the United States has undergone an 
economic revolution. ‘The World War, 
in his opinion, did not cause this 
economic revolution but simply acceler- 
ated its progress. His point of view 
is summed up in the following words: 
‘“Even without the cataclysm of the 
World War, the years which it so 
abundantly fills in history would prob- 
ably have inaugurated a new era 
in our manufacturing annals; for the 
stage was already set for the great 
expansion of industry, the revolution 
in industrial processes and organization, 
and the changed relation of the Govern- 
ment to business which we are wont 
to associate with the exigencies of 
our nation’s great military effort.” 

The War left American manufac- 
turers with overexpanded plants, ex- 
cessive inventories and “an arsenal 
of new ideas.” It is Clark’s opinion 
that the latter have influenced the 


era subsequent to the War more 
than either of the former. The close 
relationship between industry and goy- 
ernment, the increasing amount of 
standardization, the elimination of 
waste, the geographical decentraliza- 
tion of industry and the combinations 
for marketing, all date from the War. 
The War taught American manufac- 
turers to coordinate agencies for pro- 
duction more efficiently and to improve 
already highly developed facilities for 
quantity output. 

Industry has become increasingly 
socialized since the war. Small inves- 
tors hold in the aggregate a large 
share in the ownership of the country’s 
great manufacturing enterprises, and 
employee and customer ownership of 
securities has become common. Co- 
operation between labor and manage- 
ment, between companies within an 
industry, and between industry and 
government appears to have grown 
considerably. 

The post-war period in the United 
States has been characterized by in- 
creasingly high tariff barriers, tre- 
mendously increased investment in 
manufacturing and power development, 
the growth of the merger movement 
and of banking influence upon manage- 
ment of industry, new inventions and 
scientific research, the boom in the 
chemical and electrical industries par- 
ticularly, new developments in the field 
of merchandising, the steady growth in 
foreign trade, the ever increasing impor- 
tance of our exports of manufactured 
products, and the marked growth ol 
the utility and service industries. 

The work closes with a description 
of recent developments in the iron 
and steel, power-generation, auto- 
mobile, chemical, textile, food, paper, 
leather and pottery industries, and a 
brief discussion of the effect of labor 
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rket and raw material loca- Economic Research, Incorporated, and 





Ose sower sites and transportation with the assistance of a large number 
V- » the geographical distribution of of governmental and private agencies. 
res In its report, which occupies only 

A. S. Howe, Jr. fourteen pages, the Committee on 





Recent Economic Changes discusses 
briefly the following factors: the devel- 


Var. RECENT, ECONOMIC opment of power; the spread in source 
CHANGES IN THE and use of credit; the increasing tend- 
- +c ” a ency toward price stability; the 
UNITED STATES expansion of production and of human 


entitled, Recent Economic wants; the development of ‘‘ mass serv- 
the United States,1 contains ices;’’ the advantages which we enjoy 
' f the Committee on Recent in the form of a large home market, 
eS Changes together with the abundant raw materials and a common 
ge reports upon which the language; and the great need for main- 

the Committee are based. taining the organic balance of our 
Committee on Recent Economic economic structure. The Committee 
the third of a series of concludes that ‘“‘acceleration rather 
formed as a result of the than structural change is the key to 
Conference on Unemploy- an understanding of our recent eco- 

1921. Each committee under- nomic developments.”’ 

Though the general conclusion that 
“‘the distinctive character of the years 
from 1922 to 1929 owes less to funda- 
cond, in 1923-24, covered a mental change than to intensified activ- 
seasonal operation in the ity” is interesting, the report of the 
Committee can hardly be called a 

Committee on Recent Economic stimulating document. ‘The report is 

began its survey in January, confined to generalities which for some 
8, and completed it in February, time have been recognized as true 
by business men, and which certainly 
were not open to question even before 


ake a national survey; the 
1922-23, covered a study of 
cycles and unemployment, 


ion industries. 


is an analysis of post-war 
nts in American economic 
ially those since the recovery 
depression of 1920-21. The 
e, composed of 17 men prom- 
business and public life and 
Herbert Hoover, was direct- 
ake a critical appraisal of 
tors of stability and instability 
ican business at the present 
lhe basic investigations for the 
tee were made under the 
of the National Bureau of 


extensive investigations were under- 
taken for the Committee by the Na- 
tional Bureau of Economic Research. 
The report clearly evidences the degree 
of compromise that becomes inevitable 
when a paper is prepared to which 17 
men must subscribe. 

The individual reports prepared by 
experts for the National Bureau of 
Economic Research occupy 827 printed 
pages, and discuss recent changes in 
consumption and the standard of living, 
manufacturing industries, construction, 


McGraw-Hill Book Company, 
transportation, marketing, labor, man- 


1929. ‘Two volumes, 950 pp., price, 
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agement, agriculture, prices, money 
and credit, and the national income. 
The findings of the experts are intro- 
duced by Edwin F. Gay and summa- 
rized by Wesley C. Mitchell, directors 
of research for the National Bureau of 
Economic Reseach. 

The attitude taken toward these 
individual reports will, no doubt, vary 
with the reader. The reader may 
prefer those chapters devoted to sub- 
jects in which he has a particular 
interest. On the other hand, it is 
quite conceivable that the reader may 
prefer those chapters dealing with fields 
about which he is not so well informed. 
It is therefore difficult, if not impossi- 
ble, for the critic to select certain 
reports as being especially worthy of 
the attention of the reading public as a 
whole. 

The individual reports vary in excel- 
lence of English and organization, but 
include uniformly a discussion of the 
most important recent developments 
in the fields which they treat. Inas- 
much as the reports have been re- 
stricted to fact finding and to a small 
measure of interpretation, the authors 
of the reports have been unable to give 
much play toimagination. It devolves 
upon the reader, therefore, to utilize 
the facts presented as an aid to his 
own imagination if he would form 
some idea as to the future trend of 
developments in the fields in question. 
The individual reports are frequently 
quite long and embody a large amount 
of statistical data. Introductory para- 
graphs and summary sections, how- 
ever, facilitate comprehension of each 
chapter. 

Regarding it as a whole, the work 
will doubtless increase the general 
understanding of our present economic 
A study of the reports sub- 
National Bureau of 


Sy stem. 
mitted to the 


Economic Research will do what the 
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report of the Committee on Recep; 
Economic Changes fails to do in this 
respect. ; 

Of late years the impression has been 
prevalent that the recent economic 
prosperity of the United States ha 
been flawless and without precedent, 
Too many writers have emphasized 
“‘the triumphs of mass production, the 
success of large-scale farming with 
power machinery, the rapid spread of 
chain stores, the cooperation of labor 
unions in enlarging output, the econ- 
omy of high wages, our new position in 
international finance,” and the con- 
trast between our standard of living 
and that prevailing in foreign countries. 

The survey conducted by the Na- 
tional Bureau of Economic Research 
shows clearly that economic conditions 
in the United States have not been 
uniformly satisfactory of recent years. 
As Mitchell phrases it: ‘‘This record 
presents striking contrasts. Consump- 
tion as a whole has increased, but 
consumption of certain great staples 
has shrunk. While trade at large 
has flourished, certain great branches 
have languished—notably ship-build- 
ing, the railway-equipment industry, 
and agriculture; in less measure the tex- 
tile, coal and shoe trades. Pay-roll dis- 
bursements of factories have expanded, 
but manufacturing employment | 
diminished. Business _ profits 
been large, but so also have been the 
number of bankruptcies. Great quan- 
tities of gold have flowed into this 
country, but wholesale prices hav 
sagged much of the time. Income as 4 
whole has grown larger, but important 
sections of the country have made 
little gain, and important occupations 
have suffered loss.” 

It is clear that Recent Econ 
Changes in the United States, by present- 
ing a true and balanced picture ol 


our recent economic history, will tence 
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istaken impressions as to assemblies in agricultural sections to 

nditions in the United the problems of industrial areas. 
will bring home forcefully Gemmill’s book? is more accurately 
men and legislators the described by its subtitle, 4 Critical 
that economic problems of Examination of Methods of Collective 
| even international signif- Negotiation between Employers and 
iin to be solved, it will Employees. Two thirds of the book 
nature of these problems, deals with employee representation; in 
id materially in the solving addition there are two chapters on 
trade unionism and two on industrial 

A. S. Howe, Jr. | democracy. 

The work is based on a thoughtful 
consideration of the literature of the 
LABOR subject, not on intensive field study of 
particular establishments or industries. 
K nichts of Labor! the history of The technical details are eliminated so 
movement begun in his ‘The that the reader is given an easy and 
Worker, 1840-1860. Like readable account of the chief problems 
work, this study is charac- im the field. The arguments on both 
its excellent organization ‘sides are presented with great fairness. 
readable style. Some of its Though some hesitancy in appraisal 
terest comes from Professor nd prediction is natural and fitting, 
istence on the importance of the author might have gone further in 
| personality traits, for this ™aking his own position clear and 
‘nomic history holds that definite. The views of others are pre- 
nomic interpretation of sented at such length that the reader 
en or especially for labor becomes impatient to learn the author's 
ns. has been overdone.” own views. Competitive industry, if 
‘nights of Labor are dead, but the reviewer may say s0, is so different 
t upon the American Federa- from the sovereign state that difficul- 
f Labor is of such current impor- tes of definition make discussions of 
t they deserve study for other industrial democracy almost futile. 
han antiquarian " curiosity. The reviewer doubts that “Tabor is 
Ware’s work is especially still a long way from participating in 
in correcting some current industry as it participates in political 
Those who believe that life” (page 293); but this is perhaps a 
ts were a centralized organi- matter of words. Moreover, does the 
a fixed if impracticable author hold with the “general belief” 
or that the unions were that “by setting minimum wage rates 
the Knights because of the nd dictating short hours of work, the 
unskilled into the order of trade unionists have made progress at 
do well to reconsider, the expense of the general public” (page 
noteworthy is his emphasis 3) His earlier remarks (page 7) 
rly’s interest in the land implied the opposite view: that wage 


and the indifference of the increases have come from profits. And 


Prot r Ware continues in his work 
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can the employer “always find accom- 
modating judges ready to_ issue 
injunctions that will bring all strike 
machinery to a stop’? Such careless- 
ness in expression mars the appearance 
of what is really a thoughtful and worth 
while book. On the whole, this book 
is a readable and_ useful survey, 
although the critical appraisal is not 
always thoroughly or carefully done. 


R. S. MeRIAM 


ACCOUNTING BY MACHINE 
METHODS 


In recent years machines for account- 
ing work have been brought to a high 
stage of development, so that they are 
capable of performing practically all 
operations that hitherto have been 
done by hand and in addition can 
provide further records and control of 
accuracy that would be almost impossi- 
ble with hand methods. The various 
types of machines have been pushed by 
their own sales organizations, which 
have tried to adapt them to all sorts of 
customer needs. In many cases these 
applications have been very successful, 
but in others the machines which have 
been sold to a company have not 
proved suitable for its individual re- 
quirements. Little has been published 
about machine accounting except the 
naturally biased circulars of the makers 
and occasional descriptions of particu- 
lar applications. 

The present writers! are public 
accountants who, in spite of the natural 
conservatism of their profession, realize 
the important developments in ac- 
counting methods that are made possi- 
ble by mechanical equipment. Their 
book takes up various kinds of account- 
ing and statistical work, and they discuss 
Machine Methods, by H. G. 
Lang. New York: The 
563 pp., price $7.50. 


' Accounting by 
Schnackel and Henry C. 
Ronald Press Company, 1929. 
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from an impartial, scientific View-point 
the advantages and disadvantages oj 
particular types of machines. 

In the first chapters the different 
types of machines and their various 
kinds of uses are described. No partic. 
cular makes of machines are mentioned, 
but three main types are included: 
descriptive writing equipment, where 
typewriting and adding functions are 
combined; printing equipment, where 
only figures and a few symbols are 
printed; and tabulating and recording 
equipment, where the punched card 
and the cash-register ticket methods 
are used. ‘The remainder of the book 
discusses applications to specific kinds 
of work, such as order writing, billing, 
accounts receivable, instalment ac- 
counting, sales analysis, sales commis- 
sions, accounts payable, stock control, 
pay-roll, general ledger, and miscel- 
laneous statistical methods. 

A valuable feature of the book is the 
lists of questions for making surveys of 
existing methods of accounting, pre- 
paratory to determining what, if any, 
mechanical system would _ effect 
improvements. ‘These are very de- 
tailed, and should suggest even to the 
experienced accounting executive fac- 
tors that he otherwise might over- 
look. There are also over a hundred 
illustrations of forms and charts of 
routine procedure. 

The book should be very helpful to 
progressive executives in charge ol 
accounting work who wish to install 
the most useful methods. It will give 
them a basis for deciding on the general 
type of equipment that should be 
adopted and a well-outlined plan 0! 
general routine. The details of the 
application then can be worked out by 
the individual organization with th 


help of the experienced salesmen of the 


machine companies. 


D. H. LEAVENS 
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